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COMMENT AND OPINION 


Government Expenditure 


Wt THINK that the following para- 
. gtaph, taken from the report of 
the Standing Committee on Finance to 
the Senate, June 16, 1950, warrants con- 
sideration by our readers and we reprint 
it to bring it to their attention, 


One of the most important matters that 
democratic government anywhere has to 
deal with is the amount of revenue it 
takes from the people in the various taxes 
it imposes, and the sources from which 
the revenue is derived; and equally im- 
portant that the revenue thus secured be 
expended efficiently and with due regard to 
economy. In the different appendices to 
this report 1939, the last pre-war year, is 
taken as a base for measurement. Your 
committee considers it very important that 
not only those charged with the duty of 
governing in all our fields of government, 
but citizens generally have a clear under- 
standing of the relationship of taxation to 
net national income. Thus, if an increase 
in total expenditures by all governments 
is kept in step with an increase in national 
income, the weight of taxation relatively 
is mot increased, though it may vary as 
between individual groups; but if expendi- 
tures increase at a more rapid rate than 
national income it follows that an in- 
creasing burden of taxation must be im- 
posed upon the people if governments are 
to pay their way. It should be added that 
if a decline in national income should 
ensue through the loss of markets, lower 
prices, or a substantial rise in unemploy- 
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ment and if at the same time a reduction 
in total government expenditures cannot 
be brought about to match the deckine in 
national income, then only one or two 
results follows — either increase in taxa- 
tion or unbalanced budgets. During the 
three years following the war substantial 
reductions in total public debt took place. 
This was all to the good. Since then this 
trend appears to be changing and to be 
headed in the otker direction. Your com- 
mittee feels that in this important field of 
our nation’s business the storm signals are 
flying, and it ventures to suggest that all 
governments (municipal, provincial and 
federal) should give serious thought to this 
matter; for all, though operating in inde- 
pendent spheres of government, have a 
joint responsibility. The important thing 
for the individual citizen is not the amount 
of taxes he pays to each of these independ- 
ent governing authorities, but the total 
amount in taxes that they take out oi his 
income every year. Moreover, he must 
learn that the idea of free government ser- 
vice in any field is an illusion. No govern- 
ment service anywhere, at any time, is free. 
It must be paid for by taxation or borrow- 
ing, and both these hold dangers if car- 
ried beyond fair and reasonable bounds. 


A Conundrum 


’ the annual report of J. Berry & 


Sons, Limited, England, a most un- 


usual set of circumstances is revealed. 


During 1949 an appraisal was made 
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of the freehold property of the com- 
pany, with the result that its book 
value was written up by £91,000, a cap- 
ital reserve account being credited with 
the same amount. The directors have 
decided to issue at the debit of this 
reserve account £50,000 6% redeemable 
preference shares and the chairman's re- 
port states, “In view of this it will be 
necessary to set up a capital redemption 
reserve fund to redeem the preference 
shares in due course.” 

When does this capital redemption 
reserve fund [sic] become set up? 
Will this be done by arbitrary appro- 
priations from profits annually or by a 
lump sum ‘transfer at the time of re- 
demption? Would it not have been ap- 
propriate for the report to have told 
the shareholders of the common stock 
what they might expect as the result of 
this transaction? 

This problem is left with our readers 
for some mental exercise during their 
holidays. 


Terrors of Misconduct Rules 
Wé reprint the following letter which 
appeared in the March 1950 
issue of The Accountancy Journal, Delhi, 
so that our readers may join us in ad- 
miring the writer’s command of vocabu- 
lary. We think that his own “analysis 

of the position” is “inimitable” — 


Sir: May I have the indulgence of re- 
questing you to give the poorer class of 
Chartered Accountants a lead with regard 
to the following matter and give them the 
benefit of your inimitable analysis of the 
position? 

The misconduct rules under the old 
Auditors’ Certificate Rules 1932, prohibit- 
ed Registered Accountants doing anything 
by way of advertisement to solicit profes- 
sional work. But all successful Auditors 
in the past have no doubt been passing 
through the rule with a smile because, per- 







haps of the ludicrousness of the stipulation. 
Nobody could believe that without clever 
approaches a simple name borne on the 
Register or a simple sign board could have 
by itself been a talisman to start with and 
that all business secured (perhaps the 
word solicited should not be used) have 
not been through any personal contacts, 
introductions and other approaches in writ- 
ing or interviews. 

In the opening issue of the Bulletin of 
the new Republican Council of The In- 
stitute of Chartered Accountants of India, 
pains have been taken to indicate terrors 
of misconduct Rules very pointedly and 
also to announce the existence of a power- 
ful Disciplinary (C.I.D.) Committee, who 
will apparently see to it that nobody other 
than the Big-Guns could make any effort 
to secure professional work. The poorer 
class of Practitioners in their struggle to 
establish themselves wonder if the Ordain- 
ers of Rules of the Misconduct and 
Discipline would care to lay down Conduct 
Rules as agamst Misconduct Rules and 
clearly state what are the permissible pro- 
cedures to be adopted for obtaining Work 
and Bread by this profession of Practice as 
Chartered Accountants. 

Can there be a hope lurking in one’s 
mind of the most improbable chance of the 
Roaring Lions ever abstaining from ac- 
cepting work carrying Fees less than Rs. 
1,000/- per annum and passing them 
gracefully on to the poorer class of prac- 
titioners? Or is there any alternative that 
the Disciplinary masters could suggest be- 
fore they work their Enforcement Branch, 
be that Preventive or Curative measures? 


The trick of putting on Khaddar and 
congress masquerade and the announce- 
ment of going to political jail for a few 
days to get prominence is no longer handy! 
Therefore there should be certainly some 
way of understanding the following simple 
words: “Solicits clients or Professional 
work either directly, or indirectly, by cir 
cular, advertisement, professional communi- 
cation or interview or by amy other 
means’ (of Clause (e) of the schedule 
under section 22 of The Chartered Ac- 
countants Act, 1949). 

K. S. SAMBIAH 
























Stock-in-Trade 
And the Auditor 


This brilliant treatment of a vitally important subject was orig- 
inally delivered as an address by Mr. Goult on July 15, 1949 to 


By Garfield G. Goult, F.C.A. 






the summer course on accounting given at Oxford by the Institute 
of Chartered Accountants in England and Wales. Although 
previously published in The Accountant, the Accounting and 
Auditing Research Committee of the Dominion Association of 
Chartered Accountants have been so impressed by the thoroughness 
and clarity of Mr. Goult’s approach to the subject that it has been 
thought well to republish his address here. The first portion of 
the address appears in the present number. The remainder will 


I. INTRODUCTION 


1. It is a great honour to be invited 
to submit a paper for the summer course 
of 1949, but I must say that I did not 
inspire the choice of this difficult sub- 
ject and that I accepted the invitation 
with feelings of apprehension. I am 
therefore very grateful to those who have 
contributed directly or indirectly to the 
thoughts and information which have 
been assembled in the following para- 
gtaphs. There is obviously one thought 
which is strongly held by practitioners 
who consider that it would not be in the 
best interests of the profession to lay 
down strict rules of auditing procedure. 
This viewpoint is a practical one bear- 
ing in mind that the essence of profes- 
sional service lies in the skill, experi- 
ence and judgment of the practitioner 
and that auditing technique tends to 
evolve with the progress of accounting 
practice and changes in the law. 


be published in the October and November numbers 
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2. Stock-in-trade is, however, a source 
of more than usual difficulty in both ac- 
counting and auditing. A leading article 
in The Accountant of October 4, 1947, 
commenting on one of the addresses de- 
livered at the Institute’s first summer 
course? referred to the problem thus: 


There must be many professional audi- 
tors who find some difficulties with stock- 
in-trade and its younger brother — work 
in progress. Stock is the one item for 
which there is usually no ready-made en- 
try in the books. It is, as it were, the 
weakest link in the chain of entries lead- 
ing to the balance sheet; it is often, if we 
may be excused the expression, an “out- 
sider”, brought first into the revenue ac- 
count and then into the balance sheet at 
a figure with no foundation other than 
the honesty, diligence and competence of 


1 “Internal audit in relation to professional 


auditors”, by P. M. Rees, M.C., F.C.A., pub- 
lished in The Accountant, dated October 4 
& 11, 1947 
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those charged with recording and valuing 
the physical stock . . . Stock-in-trade is 
but one of the current assets shown in the 
balance sheet and the auditor’s procedure 
therewith vss-a-vis his procedure with other 
current assets, is a subject that would well 
repay the most exhaustive study. The 
very fact that Mr. Rees was at pains to 
show how the professional auditor could 
be assisted by the internal audit on this 
all-important matter serves to emphasise 
the dimcuities of the professional auditor 
whose cliert has no internal audit, and of 
the even less fortunate auditor whose 
client has little internal control. 


To businesses employing modern ac- 
counting technique designed for manage- 
ment control, the observations of The Ac- 
countant do not apply in full; but they 
are relevant to a vast area of activity and 
particularly to non-manufacturing con- 
cerns. 


3. This paper is certainly not intended 
as an ‘‘exhaustive study” of the auditor’s 
procedure in relation to stock-in-trade but 
is an attempt to stimulate thought on his 
responsibilities in connection with the 
examination of stock records and inven- 
tories, particularly in view of the obliga- 
tion under the Companies Act, 1948, to 
report whether the profit and loss account 
shows a “true and fair view” of the pro- 
fit or loss for the year. The word “fair” 
may serve to emphasise that the auditor's 
opinion must always aim to be impartial 
and the word “true” may perhaps qual- 
ify his examination as being related to 
fact and worthy of confidence. The 
auditor can be expected to accept re- 
sponsibility only within the reasonable 
limits of his training and professional 
ability, but these words ‘‘true and fair” 
would seem to call for a knowledge of 
audit technique appropriate to modern 
conditions. In other words, the quali- 
fied auditor does not hold himself out as 
“a general appraiser, valuer or expert 
in materials’, but he should be mindful 
of the extent to which his duties may be 





affected by the standard of current prac- 

tice and the present state of the law. 

4. Stock-in-trade therefore seems to be 

a subject which, from an auditor's point 

of view, may conveniently be considered 

under three main heads: 

(a) The accounting treatment of stock- 
in-trade adopted by the business con- 
cerned. This is necessarily the first 
consideration of the auditor in de- 
ciding on his own procedure for 
verification. It involves the prin- 
ciples of valuation, on which the 
Council has already issued a recom- 
mendation (No. X, June 15, 1945) 
and the detailed accounting records. 

(b) The auditor’s responsibility, which 
necessarily determines his procedure. 
This involves some consideration of 
the legal position, including the re- 
quirements of the Companies Act, 
1948. 

(c) The auditor’s procedure, required 
to discharge his responsibilities hav- 
ing regard to the accounting treat- 
ment adopted by his client. 


The next three sections deal respec- 
tively with these three main heads. The 
expression “‘stock-in-trade” is used gen- 
erally to cover raw materials, work in 
progress and finished goods except where 
the context otherwise indicates; and the 
paper relates to principles rather than 
the specific problems arising in particu- 
lar trades and industries. The references 
to audits under the Companies Act, 1948, 
may be prominent but most of the prin- 
ciples involved are applicable also to 
other audits. 


II. THE ACCOUNTING TREATMENT 
OF STOCK IN TRADE 


Principles 
5. Accounting for stock-in-trade takes 
many forms. At one extreme there is the 


business proprietor who regards stock- 
taking as an unfortunate yeat-end require- 
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ment of his accountant. In such a case 
stock-sheets may often take the form of 
a “rough” inventory which, however ac- 
curate it may be, does little to inspire 
confidence. At the other extreme there 
are manufacturing businesses where con- 
tinuous stock records form an integral 
part of the accounting system. In the 
former case the year-end inventory must 
be prepared before the financial ac- 
counts can be completed; the inventory 
total is the key figure in determining the 
results of the year. In the latter case fi- 
nancial accounts can be prepared from 
the records themselves and ‘‘stock-taking” 
is reduced to comparison of physical 
stock-in-trade with existing records; in 
this case the procedure is comparable 
with the ascertainment of debtors by 
means of total control accounts. 

6. Whatever system may be in opera- 
tion the principles are always the same. 
Firstly, stock-in-trade held at the end of 
the accounting period has formed no part 
of the sales in that period and its cost 
must therefore not be charged against 
the proceeds of sales in that period. 
Secondly, stock-in-trade represents unex- 
pired expenditure to be shown in the 
balance sheet as a current asset and as 
such it should not be included at more 
than its net realizable value; this may 
necessitate the charging to profit and loss 
account of a provision to cover antici- 
pated losses. The practical application 
of these principles depends on two con- 
siderations: 

(a) the accuracy of the accounting rec- 
ords; 

(b) the method of valuation; 

and these are dealt with separately in the 

succeeding paragraphs. 


Accuracy of Accounting Records 

7. In principle, accounting for stock- 
in-trade is no different from accounting 
for other assets. It involves a record of 
acquisition and a record of disposal. If 
there were a separate account for every 





Mr. Garfield G. Goult, F.C.A. 
was admitted to the Institute of 
Chartered Accountants in Eng- 
land and Wales in 1923 and was 
made a Fellow in 1936. He is a 
partner in the Ipswich firm of 
Ensor, Son & Goult, Chartered 
Accountants. 





item of stock showing this information 
(comparable with accounts for fixed as- 
sets), the total figure for stock-in-trade 
would Se ascextazinable by extracting all 
the balances on stock accounts. Such a 
position, however, is never fully prac- 
ticable except in the case of wholesalers 
or retailers where the articles dealt with 
are of such a nature that each one can 
be identified throughout the time it is 
held, for example, antiques, high-class 
jewellery and “parcels” capable of be- 
ing numbered. In the majority of busi- 
nesses, however, records of individual 
items are impracticable owing to either: 
(a) the quantities involved: a manu- 
facturing business would not pre- 
tend to trace each small screw to the 
article of which it eventually forms 
part: a retail grocer would not 
pretend to identify each packet of 
tea; or 
(b) the use to which the items were 
put: raw materials forming part of 
a manufactured product lose their 
identity. 
It is part of the art of accounting to de- 
vise means of maintaining records that: 
will achieve as closely as practicable the 
same effect as separate accounts for indi- 
vidual items. 
8. In all businesses, whatever their na- 
ture, the essential features of stock re- 
cording are the same: 


(a) the acquisition of goods, involv- 
ing: 
(i) authorisation of orders, 
(ii) recording receipt of goods, 
(iii) payment of suppliers; 
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(b) the disposal of goods, involving: 
(i) authority for issue, 


(ii) recording of issues and the 
purposes for which issued, 

(iii) accounting for issues, either in 
a subsequent process, or by 
charge to customers, or by 
waste. 


On the accuracy of these records depends 
the reliability of the financial accounts. 
Where detailed stock records are main- 
tained, whether in quantity only or in 
both quantity and value, a physical in- 
ventory is largely a matter of confirming 
the records and safeguarding against theft 
or other misuse. This position applies par- 
ticularly where movements of stock-in- 
trade are recorded as an integral part of 
the double-entry system; but it also ob- 
tains in many other businesses using a 
“perpetual inventory” system. Where 
detailed stock records are not kept there 
is no direct link between acquisitions and 
disposals; consequently, a physical in- 
ventory is a prerequisite to the prepara- 
tion of financial accounts and in such 
cases the dangers of error and manipula- 
tion are greatly increased. 


9. It is surprising that in so many 
businesses the importance of stock rec- 
ords is not appreciated. The receipt and 
disposal of cash receive the most detailed 
attention and are subject to internal 
check to guard against errors and fraud. 
Yet the amount of any loss likely to be 
suffered by undetected misappropriation 
of cash is usually insignificant compared 
with the risk of misleading financial ac- 
counts and of waste or pilferage through 
inadequate records and control of stock- 
in-trade. The materials used or goods 
dealt with in a business are its life blood; 
stock-in-trade usually constitutes a sub- 
stantial part of the current assets and may 
often represent several times the profit 
for the year. It is obvious, therefore, 
that the exercise of the greatest care in 
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valuing an inventory (dealt with in the 
succeeding paragraphs) loses much of its 
significance if the quantity records are 


themselves unreliable. The auditor's 
procedure is the subject of Section IV, 
but it may be observed here that he must 
perforce take things as he finds them; and 
the tests which he imposes to establish 
the accuracy of the records must be gov- 
erned by the adequacy of the system of 
controlling and recording the acquisition 
and disposal of goods and by the internal 
procedure in operation to ensure that the 
system is effectively followed. 


METHOD OF VALUATION 


10. The Council of the Institute has 
already issued a recommendation on the 
valuation of stock-in-trade (No. X in the 
series of recommendations on accounting 
principles) which it is convenient to re- 
produce in full: 


11. No particular basis of valuation is 
suitable for all types of business but, 
whatever the basis adopted, it should be 
applied consistently, and the following 
considerations should be borne in mind: 


(A) Stock-in-trade is a current asset held 
for realization. In the balance sheet 
it is, therefore, usually shown at the 
lower of cost or market value. 


(B) Profit or loss on trading is the dif- 
ference between the amount for 
which goods are sold and their 
cost, including the cost of selling 
and delivery. The ultimate profit 
or loss on unsold goods is depen- 
dent upon prices ruling at the date 
of their disposal, but it is essential 
that provision should be made to 
cover anticipated losses. 


(C) Inconsistency in method may have 
a very material effect on the valua- 
tion of a business based on earning 
capacity though not necessarily of 
importance in itself at any balance 
sheet date. 
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The following interpretations are placed 
on the terms ‘‘cost” and ‘‘market value’: 


(a) “Cost” 

12. The elements making up cost are 
(i) the purchase price of goods, stores 
and, in the case of processed stock, ma- 
terials used in manufacture; (ii) direct 
expenditure incurred in bringing stock- 
in-trade to its existing condition and lo- 
cation; and (iii) indirect or overhead ex- 
penditure incidental to the class of stock- 
in-trade concerned. 


13. Whereas the cost of (i) and (ii) 
can be ascertained with substantial ac- 
curacy, (iii) — indirect or overhead ex- 
penditure — can only be a matter of cal- 
culation. If (iii) is expressed as a per- 
centage of actual production, the amount 
added to the stock valuation will fluctuate 
from one period to another according to 
the volume produced. To avoid distor- 
tion of revenue results, in some cases in- 
direct or overhead expenditure is elim- 
inated as an element of cost when valu- 
ing stock-in-trade or, alternatively, only 
that part which represents fixed annual 
charges is excluded. In other cases, an 
amount is included which is based on the 
normal production of the unit concerned. 


The following are bases usually adopt- 
ed in practice for calculating cost: 


(1) “Unit” Cost 

14. Upon this basis, each article, batch 
or parcel is valued at its individual cost. 

In certain cases, such as bulk stocks, 
this method is not always capable of ap- 
plication and records, including the allo- 
cation of expenses, may become unduly 
complicated. Further, it may not be 
practicable to apply the method to part- 
ly processed stocks or finished products 
where the individual units lost their iden- 


tity. 


(2) “First in, first out’ 
15. This basis assumes that goods sold 


or consumed were those which had been 
longest on hand and that the quantity 
held in stock represents the latest pur- 
chases. It has the effect of valuing un- 
sold stock in a reasonably close relation to 
replacement price. In certain manufac- 
turing or producing businesses, however, 
it is difficult to apply accurately through 
the various stages of manufacture or pro- 
duction. 


(3) “Average” cost 

16. This basis entails averaging the 
book value of stock at the commence- 
ment of a period with the cost of goods 
added during the period after deducting 
consumption at the average price, the 
periodical rests for calculating the aver- 
age being as frequent as possible having 
regard to the nature of the business. 

It has the effect of smoothing out dis- 
tortion of results arising from excessive, 
and often fortuitous, fluctuations in pur- 
chase price and production costs and is 
particularly suitable to manufacturing 
businesses where several processes are in- 
volved. 

17. The bases referred to above are 
founded on the principle that “‘cost” is 
an historical fact. In some cases, how- 
ever, their application is unsuitable or im- 
practicable owing to the nature of the 
business, and stock-in-trade is taken at a 
cost estimated by one of the following 
methods: 


(4) “Standard” cost 

18. This basis entails valuing stock at 
a predetermined or budgeted cost per 
unit. It is coming more into use, par- 
ticularly in manufacturing or processing 
industries where several operations are 
involved or where goods are produced 
on mass production lines. 


(5) “Adjusted selling price” 
19. On this basis, an estimated cost is 
obtained by pricing stock at current sell- 
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ing prices and deducting an amount 
equivalent to the normal profit margin 
and the estimated cost of disposal. 


20. Other methods of stock valuation 
are the‘‘base stock’’ method, which retains 
permanently certain basic stock at a fixed 
Price not exceeding its original cost, and 
that known as “‘last in, first out’, which 
is based on the principle that profit or 
loss on trading is the difference between 
the price at which goods are sold and 
their replacement cost. There is, how- 
ever, only limited application of either 
of these methods in this country. 


(b) “Market Value” 


21. The expression ‘‘market value’’ is 
commonly interpreted as either: 

(i) the price at which it is estimated 
that the stock can be realised either 
in its existing condition or as in- 
corporated in the product normally 
sold after allowing for all expendi- 
ture to be incurred before disposal; 
or 

(ii) the cost of replacing the stock at 
the accounting date. 

22. In considering the merits of these 
alternative methods, regard must be had 
to the purpose for which stock-in-trade is 
held, namely, to sell either in its existing 
condition or as incorporated in a manu- 
factured product. The fact that at the 
time of valuation the goods could 
have been acquired at a sum less than 
their cost only indicates that the expected 
profit is less than it might have been had 
it been possible to acquire them at the 
accounting date — a possibility which 
often does not exist in view of the quan- 
tity held and of the fact that in many 
cases purchases have to be made for later 
delivery; the circumstance has not caused 
a trading loss but only indicates that the 
ultimate results under other conditions 
might have been better. 

23. On the other hand, if at the time 
of the valuation it is clear that selling 


prices will not cover cost and expenses 
yet to be incurred before the goods are 
disposed of, provision is necessary to 
meet the anticipated loss. 


24. When estimating the amount of 
the provision required to cover excess of 
cost over market value, the method em- 
ployed may be (i) to consider each article 
in stock separately; (ii) to group articles 
in categories having regard to their sim- 
ilarity or inter-changeability; (iii) to con- 
sider the aggregate cost of the total stock- 
in-trade in relation to its aggregate 
market value. 


RECOMMENDATION 


It is therefore recommended that: 

25. (1) The basis of valuation for 
stock-in-trade should normally be the 
lower of cost or market value, calculated 
as in (2) (paragraph 28) and (3) 
(paragraph 30) below. 

26. In certain businesses, such as tea 
or rubber-producing companies and some 
mining companies, there is a general cus- 
tom to value stocks of products at the 
price subsequently realized less only sell- 
ing costs; if this basis is adopted, the 
fact should be clearly indicated in the 
accounts. 


27. In the case of long-term contracts, 
the value placed on work in progress 
should have regard to the terms and dur- 
ation of the contracts. If, after provid- 
ing for all known contingencies, credit 
is taken for part of the ultimate profit, 
this fact should be indicated. 


28. (2) Cost should be calculated on 
such a basis as will show a fair view of 
the trend of results of the particular type 
of business concerned. Indirect or 
overhead expenditure, if included as part 
of the cost of partly processed or finish- 
ed products, should be restricted to such 
expenditure as has been incurred in 
bringing the stock-in-trade to its existing 
condition and location. 
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29. Stocks of by-products, the cost of 
which is unascertainable, should be val- 
ued at current selling price (or contracted 
sale price where applicable) after de- 
ducting expenses to be incurred before 
disposal. The cost of the main prod- 
uct should be reduced accordingly. 

30. (3) Market value should be calcu- 
lated by reference to the price at which 
it is estimated that the stock-in-trade can 
be realized, either in its existing condi- 
tion or as incorporated in the product 
normally sold, after allowing for expen- 
diture to be incurred before disposal. In 
estimating this price, regard should be 
had to abnormal and obsolete stocks, the 
trend of the market and the prospects of 
disposal. 

31. If the value of stock-in-trade is cal- 
culated by reference to replacement cost, 
it should be described in the balance 
sheet as being “at the lower of cost or re- 
placement value”, but in no case should it 
exceed market value as described above. 

32. (4) For the purpose of estimating 
the amount of the provision required to 
reduce stock-in-trade below cost, it may 
properly be valued on the basis of the 
lower of its aggregate cost or of its ag- 
gregate market value. On the other hand, 
a more prudent and equally proper course 
is to take each item of stock (or each 
category group) and value it on the basis 
of the lower of its own cost or market 
value. 


33. (5) Where goods have been pur- 
chased forward and are not covered by 
forward sales, provision should be made 
for the excess, if any, of the purchase 
price over the market value and should 
be shown as such in the accounts. 


34. Note-—Where goods have been 
sold forward and are not covered by 
stocks and forward purchases, provision 
should be made for the excess, if any, of 
the anticipated cost over sales value. 


35. (6) Whatever basis is adopted 


for ascertaining cost or calculating mar- 
ket value, it should be such as will not 
distort the view of the real trend of 
trading results and should be applied 
consistently regardless of the amount of 
profits available or losses sustained. Any 
reduction in stock values which exceeds 
the provisions embodied in the above re- 
commendations is a reserve and should 
be shown as such in the accounts. 


36. That recommendation was particu- 
larly notable in two respects. First, it 
clarified the expression “lower of cost or 
market value” which hitherto had been 
interpreted in widely differing ways. 
Second, it adopted as an important prin- 
ciple that where market value (see para- 
graphs 30 and 32) is taken instead of 
cost, the reduction below cost is a pro- 
vision against possible loss. The use of 
the expression “provision” in recom- 
mendation X (issued in 1945) is in line 
with the Companies Act, 1948; the pur- 
pose of a reduction below cost is to pro- 
vide for “diminution in value of assets” 
and the reduction is therefore a “pro- 
vision” under the Act. It should be ob- 
served, however, that since stock-in-trade 
is not a fixed asset, the Act does not re- 
quire disclosure of the provision in either 
the balance sheet or the profit and loss 
account. (The question of an excessive 
reduction is dealt with in paragraph 69.) 


37. If the principle of a provision is 
borne in mind the valuation procedure 
becomes simpler, more readily understood 
by all concerned and more susceptible to 
verification by the auditor. It emphasises 
that in valuing stock-in-trade two distinct 
operations are involved — the ascertain- 
ment of cost and the comparison of cost 
with market value. The various methods 
of calculation in use such as “‘first in, 
first out”, “average”, ‘‘adjusted selling 
price”, represent only the first operation; 
they are all means of calculating cost. It 
remains necessary after that operation 
has been completed (by whatever meth- 
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od) to consider whether any provision is 
necessary to reduce to market value. The 
procedure for that purpose will vary ac- 
cording to whether the practice is to cal- 
culate the provision for the whole stock- 
in-trade (or a category of stock) or for 
each item. If the provision is made item 
by item, the stock records may not show 
the market value of every item, since it 
is only those for which the market value 
is lower that enter into the provision. 
Where, however, the provision is made 
on the stock-in-trade as a whole (or by 
categories of stock) it follows that the 
stock records must show both cost and 
market value for each item, so that the 
two aggregates can be compared. (The 
market value will probably not be shown 
at all if the nature of the stock-in-trade 
is such that it is obvious that the net 
realisable value is greater than cost, so 
that no provision is required; for ex- 
ample, where stock-in-trade is not slow- 
moving and there is no reason to sup- 
pose that the company will not continue 
to operate profitably.) The manner of 
indicating cost and market value necesg 
sarily has an important bearing on the 
degree of reliance which the auditor can 
place on the records. 

38. In Section IV the auditor's pro- 
cedure is considered in greater detail, but 
it is desirable here to draw attention to 
the fact that difficulties will arise in prac- 
tice from some of the methods mention- 
ed in the Council's recommendation if 
due regard is not paid to all the circum- 
stances. For example, one of the main 
principles underlying the Council's re- 
commendation is the avoidance of dis- 


tortion through inconsistency; but the 
“base stock” method may produce dis- 
tortion even though consistently used. 
Similar dangers are inherent in the “‘last 
in, first out’ (LIFO) method and to a 
lesser extent the “‘average’’ method, when 
stock-in-trade is held for relatively long 
periods in times of considerable move- 
ments of price levels. Further, under all 
methods the inclusion of any loading for 
overhead expense is a matter calling for 
the utmost care; otherwise the calculation 
of cost may be seriously distorted even 
though the basis used for overhead load- 
ing is consistent. 

39. The foregoing are examples of 
difficulties which raise important con- 
siderations for the auditor in relation to 
the new company law requirement to 
show “a true and fair view” and these 
are discussed in Section III. It must, 
however, be observed that the valuation 
of stock-in-trade is one of the major 
problems of which a solution is funda- 
mental to accounting development. When 
price levels are moving appreciably the 
monetary medium of exchange, which is 
the basis of accounting entries, loses its 
stability and under conditions of extreme 
inflation the entries may lose all signi- 
ficance (as, for example, in Germany 
after the war of 1914-18). This aspect, 
however, involves the whole concept of 
income and balance sheet values, which is 
not the subject of this paper, intended 
for auditors in relation to the accounts 
actually presented to them and drawn up 
in accordance with existing accounting 
concepts. 


(To be continued) 
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Should Losses 
Be Anticipated? 


By N. R. Moran, C.A. 


The practice of anticipating losses 
arises from over-emphasis of the balance-sheet 





a OF THE earliest precepts that 
are impressed upon the student-in- 
accounts are: 

1. Profits should not be anticipated; 

2. Losses should be anticipated. 

The word “losses” is generally under- 
stood to mean those losses whose antici- 
pation is to be reflected in the statement 
of profit and loss and not such as are to 
be provided for by a holdback of surplus. 

That profits should not be anticipated 
I think all agree, but the second precept 
can stand closer examination. Two ques- 
tions immediately present themselves: 

1. Why should losses be anticipated ? 

2. What losses should be anticipated ? 
The second question can in turn be brok- 
en into two; 

1. What types of losses should be an- 

ticipated ? 

2. How far into the future should the 

anticipation extend ? 
Reading Minds 

In attempting to answer these ques- 
tions let us pretend that we can read 
minds. What is the root of this attitude 
of anticipation of loss? How did this 
manner of thinking arise? 

When an accountant is asked to pre- 
pare an estimate of future earnings, as 
for a prospectus, why does he say, “I’m 
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no prophet”, but when he is asked to pre- 
pare a statement of past results, say, “I 
have included in my figures not only the 
results of your operations to date but also 
the losses which I prophesy that you will 
suffer in the future?” 


As answer I offer only my own imagin- 
ation. I think that this manner of think- 
ing had its origin in the days when ac- 
counts were chiefly concerned with stew- 
ardship. Stewardship accounting is based 
strictly on a statement of charge and dis- 
charge, and views results from the point 
of view of ‘What was turned over to 
you?” and “What have you in your 
hands now?” 


A manager, agent or trustee was ac- 
counting for assets left in his hands. In 
preparing his accounting his reasoning 
probably ran something like this: “If I 
report affairs at their very worst and in 
the course of time they turn out to be bet- 
ter, the owners (or venturers) will be 
very pleased. They will say that I am a 
conservative, prudent, man. They will 
perhaps appoint me to handle their next 
venture.” 


Human nature being as it is, this rea- 
soning is quite sound. The trustee, in his 
accounting, thus protected his future po- 
sition by substituting fiction for facts. 
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Help or Hindrance? 

In a slow moving economy where each 
venture was a unique and separate trans- 
action this doctrine of ultra-conservatism 
probably added to the peace of mind of 
everybody concerned and held down the 
frequency of stomach ulcers. In our 
modern economy, where the flow of 
goods is continuous and the competition 
severe, where managers and investors 
want to know where they stand on the 
basis of actual operations concluded, it is 
doubtful whether this conservatism is a 
help or whether it may not be an actual 
hindrance. The managers and investors 
don’t want to know what may happen to 
them: they want to know what has hap- 
pened to them. 

Let us examine the second question, 
the double-barrelled one: 

What types of losses should be an- 
ticipated ? 

How far into the future should such 
anticipation extend? 

The three most common types of losses 
which are anticipated on financial state- 
ments are losses on: 

Marketable securities held as short term 

investments; 

Inventories; 

Accounts receivable. 
Note that these are all current assets; in 
other words, the debit side of the ‘‘an- 
ticipation” is going to fall into the op- 
erating statement. Somehow, the ac- 
countant’s. anticipator gets out of focus 
when he turns it on the fixed asset section 
of the balance sheet. Very discreetly he 
refuses to estimate those losses which may 
arise through disposals of fixed assets and 
change in markets or economic condi- 
tions. To estimate these he might have 
to look ahead some several years and 
there is a limit to the length of even an 
accountant’s neck. 


Why Anticipate? 
But why should losses on even cur- 


rent items be anticipated? Even when 
the balance sheet is prepared long enough 
after the balance sheet date for the losses 
to be a fait accompli, reflecting them as 
at the balance sheet date throws them into 
the wrong year from the point of view of 
preparing a statement of operations. In 
the case of marketable securities, disposed 
of after the year end at a known loss, 
that is all that it does. No further com- 
plications arise. 

Now go a step further. In the case 
of an inventory held either for re-sale or 
for processing, any given exact drop in 
replacement value may or may not be re- 
flected in selling prices, or may be either 
under or over-reflected in selling prices. 
As an example, here is an inventory 
which cost $1,000, normal selling price 
$1,500, which could at the balance sheet 
date be replaced for $900. The merch- 
andise in question is a slow turning nov- 
elty line. What will the loss in sales 
dollars be? Perhaps none at all. Re- 
ducing the inventory value distorts the 
operating results not only of last year but 
also of the year to come. Now take the 
same $1,000 inventory to sell at $1,500, 
replacement cost $900, and presume it 
is a style of commodity the market for 
which is falling rapidly in both volume 
and price. How much should the in- 
ventory be reduced? It may at selling 
prices bring only $750. Suppose it has 
since the balance sheet date, actually been 
sold for $750. Should it be reduced to 
$500 to preserve the normal 50% mark 
up on cost, or should it be reduced to 
the $750 it ultimately brought, or should 
it only be reduced to $900, or, should it 
be reduced at all? 


Two Approaches 
To state the problem bluntly, an inven- 
tory can be valued from one of two ap- 
proaches: (1) the balance sheet or cash 
realizable point of view, or (2) from the 
operating statement point of view. 
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Using the latter approach, two argu- 
ments can be developed, one leading to a 
valuation based on sustained mark-up, the 
other leading to the flat and simple con- 
clusion of valuing at cost. ‘‘Convention’’ 
is used in valuing every item on the as- 
set side of the balance sheet. If the 
convention adopted in valuing inven- 
tories should be cost it would at least save 
a lot of confusion. The general theory 
of valuing current assets at realizable 
value, fixed assets at historical cost less 
depreciation, and prepaid items on a time- 
to-run basis does not cover inventories. 
They fall into none of these categories. 
An inventory differs from such current 
items as cash and accounts receivable in 
one fundamental manner, they have pro- 
fit included and inventories do not. That 
is, cash and accounts receivable are ex- 
pected to produce what the figures on the 
balance sheet say, whereas inventories are 
expected to produce a normal mark-up. 

This line of reasoning brings up the 
rather startling concept that perhaps in- 
ventories should not appear in the cur- 
rent section at all but should rather be 
shown as deferred charges to expense. 
Then the full cost would be shown as a 
charge against the future. On the ‘‘an- 
ticipation of loss” basis part of the cost 
is charged against the past. Where part 
of the shrinkage in value has been writ- 
ten off into the operating results of the 
past year, and a further drop in value 
will throw another part of the loss into 
the current year, how is a reader of the 
financial statements to know how the 
profit of any given year has been arrived 
at? Valuing at cost would at least let 
the reader know what had been done 
and what was about to be done. 

Now let us look at the last item, ac- 
counts receivable. Here again they can 


be valued from the balance sheet point 
of view by means of an aged trial bal- 
ance of which specific accounts are desig- 
nated as doubtful or bad, or from the 
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operations point of view by writing off 
a percentage of charge sales without mak- 
ing any attempt whatever to designate 
which accounts may be concerned. 
Neither of these methods anticipate losses 
and the only reason that the valuation of 
accounts receivable is brought into this 
discussion at all is to aid the develop- 
ment of the argument to be advanced, 
namely, that all items which appear on 
the balance sheet should be valued from 
the point of view of preparing a correct 
statement of profit and loss. 


Over-emphasis on Balance Sheet 


I think no one doubts that the state- 
ment of profit and loss is the significant 
statement. The goal of accounting is to 
produce a true statement of operating 
results. To do so, let us approach all 
problems of interim values from this 
point of view and not complicate a state- 
ment of fact with prophecies. 

Perhaps it will clarify the situation if 
we do 2 little more delving into the his- 
tory of this over-emphasis on the bal- 
ance sheet. To anyone who doubts that 
the balance sheet is over-emphasized, let 
him pick up the accounting text nearest 
to hand and turn up the index. There 
is chapter after chapter on balance sheet 
valuation, only a skimpy chapter or two 
on the statement of profit and loss. Let 
him pick up any audit report and look 
for the leading statement, probably en- 
titled Exhibit A. What is it? A bal- 
ance sheet. 

I think there are three reasons why the 
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balance sheet attained its present exalted 
position. First, as I mentioned above, 
early accounts were prepared on a stew- 
ardship or trustee basis. Second, legal 
decisions affecting accounts grew up 
around this point of trust accountability, 
that is, the point at issue for the court to 
decide would be whether a fair account- 
ing for assets had been made and the 
balance sheet would be the statement in 
question. Law relating to accounts was 
therefore framed around the balance 
sheet. Third, as commerce expanded, 
there grew up a group holding them- 
selves out as professional auditors. What 
is the most efficacious tool in the auditor's 
kit-bag ? The balance sheet. If he can 
pin down both ends, he is sure of the 
middle. The balance sheet is to an audi- 
tor what a plumb-bob or a T-square is 
to a carpenter, a useful tool. Bluntly, 
the balance sheet is a marvellous gadget 
to aid in the preparation of a statement 
of profit and loss. In fact, it is such a 
marvellous tool that it is an easy error 
for an auditor to think that it is the end 
goal of accounting. 


Operating Statement the True Goal 

Let us now, however, admit that the 
statement of operations is the goal of ac- 
counting. Therefore, let us value all 
balance sheet items in the light of the 
operating statement. Let us show profit 
or losses in the year in which they oc- 
curred. Let us confine accounts to the 
function of recording only the past. 

What effect will this have on the read- 
ers of financial statements? Readers fall 
into two classes: 


1. Those who understand financial state- 

ments, and 

2. Those who do not. 

To the latter there is no degree of simp- 
lification, no change in form of presenta- 
tion, no change in conventions of valua- 
tion, that will make them a bit wiser. 
They don’t understand financial state- 
ments — period. Let’s forget about 
them. 

To those who do understand state- 
ments and who recognize the conflict be- 
tween balance sheet and profit and loss 
points of view, any method of valuation, 
any change in convention is acceptable, 
so long as it is clearly stated. 

Let us state, as Damon Runyan says, 
“somewhat like this’: 

We have exercised our best judgment to 
present to you your operating results for 
the period under review. Any reductions 
in the value of assets have been allowed 
to fall into the period in which they occur- 
red. Losses have not been anticipated. We 
are not attempting to make a guess as to 
your future, your guess is probably better. 
I suppose to make it a really ideal 

audit report there should also be added, 

We have also restrained ourselves from 
making such prophetic entries as, 

Dr. Surplus 

Cr. Reserve for contingencies caused 
by spots on the sun 
or 
Cr. Reserve for replacement of plant 
at price levels to be in effect in 
1983. 

In our opinion, these problems are strict- 
ly yours. As auditors we deal only with 
the past. Heaven preserve us from having 
to guess the future. 
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Installation of a 


New Invoicing Procedure 


By Adolph Matz, Ph.D., 
Associate Professor of Accounting 
University of Pennsylvania 


A streamlined billing procedure 





74 Spring-House Valve and Sprinkler 

Corporation of Lansdale, Pennsyl- 
vania, is a small company engaged in 
the manufacture and assembly of dry 
pipe valves and overhead sprinklers. Its 
products comprise two of the most com- 
mon forms of fire-prevention devices. 
Modern construction, coupled with the 
interest of the fire insurance underwriters, 
has caused a tremendous increase in sales 
as well as production. This increased 
production necessitated a change in in- 
ventory control methods, which could 
only be carried through successfully if the 
billing procedure were also changed. 

In the past the practice had been to 
prepare several individual records to ob- 
tain the desired information in shop and 
office. The request of the customers for 
more copies of the invoice (at least 
three) meant a double typing of the 
present invoice forms. The general led- 
ger and inventory record clerk depended 
upon the same copy, and thus a delay in 
posting was caused. The lack of suffi- 
cient copies for internal use made it im- 
possible to file invoices by customers as 
well as by invoice numbers. Finally, an 
acknowledgement had never been sent 
to the customer. 


6l 


Revision of Billing Procedure 

These shortcomings, together with the 
desire to institute quicker and better in- 
formation regarding daily orders re- 
ceived, quantities still due to individual 
customers, total amount of unfilled orders 
by units, and total shipments of in- 
dividual units per month, led to a re 
designing and complete revision of the 
billing procedure. 

After due deliberation it was decided 
to abandon the present four-copy forms 
which required repetitive handling, in- 
serting and jogging of carbons, and other 
wasteful routine work, in favor of the 
so-called “‘snap-out”’ or “‘handy-set’’ multi- 
copy forms with their one-time inter- 
leaved carbon. Some copies were to be 
of a certain colour in order to facilitate 
distribution to the proper parties. As 
experience has shown that a regular type- 
writer could not furnish legible copies, 
management decided to purchase an 
electromatic typewriter. The new forms 
are now being used in three different 
sets: 

Type 1, a pre-numbered ten-copy set; 

Type 2, an eight-copy, but not pre-num- 

bered set; 

Type 3, a five-copy set, to be used for the 








billing of “re-sale” merchandise only, its 
numbers starting with a different num- 
ber from Type 1. 
In the balance of this paper I will ex- 
plain the uses of these sets in actual 
practice. 


The Ten-copy Set 


The ten-copy set will be prepared as 
soon as the customer’s purchase order 
reaches the billing clerk. The ten copies 
will be as follows: 


Copy Color 
RE IIE sscscsciasteyccessssscseee white 
IP MRORNS cask cca csnapecasaseteces green 
3. Packing Slip ....................blue 
4. Record .... aks 
DAMME isoves stu ssasaxsensikecozecd yellow 
6. Customer file .................. goldenrod 
7. Duplicate invoice ............ white 
8. Triplicate invoice ............ white 
Me oo dk (| | a dE white 
10. Acknowledgment _............ white 


The billing clerk will insert such in- 
formation as “sold to’, “shipped to”, 
customer's order no., company order no., 
description of materials ordered, and 
quantity ordered. Immediately upon 
completion of the typing, the last or 
tenth copy is sent to the customer as an 
“acknowledgment’” copy. The ninth 
copy is torn off and sent to the inventory 
record clerk. The remaining eight 
copies will be handled in this fashion: 
the set will have been printed and as- 
sembled in such a way that it will be 
possible to “snap-out’”’ copies of #2, 3, 
and 4 with their inter-leaved carbon still 
inserted, creating another set with copies 
#1, 5, 6, 7, and 8. 


How to use copy #9: 


Copy #9 will be used by the inventory 
record clerk to post the quantity ordered 
in the “unfilled order card” of the in- 
ventory record. At the same time the 
daily summary of orders received will be 
posted so that management will be able 
to judge daily orders. This copy may 
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be destroyed after a lapse of 40 to 50 
days. 


How to use the set made up of copies 
+2, 3 and 4: 

This set consists of the shipping, the 
packing slip, and the shipping record 
copy. The billing clerk will give this 
set to the shipping control desk to be 
used in this manner: copy #4 will 
serve as a continuous file copy until all 
merchandise has been shipped to the 
customer. If available stock indicates 
that shipment, either in part or in total, 
can be made, copies #2 and 3 will be 
given to the shipping clerk who will 
insert, in the column marked ‘‘quantity 
shipped”, the actual quantity going to 
the customer. The packing slip is so 
designed that it is possible to mark there- 
on the kind and quantity of boxes, bags, 
valves, etc. which the customer should 
receive. The packing slip will be placed 
inside the shipment. The shipping copy 
will be sent to the billing clerk who will 
use this copy to compute thereon the 
amount of the invoice. If the shipment 
constitutes a part shipment, the clerk will 
prepare, besides the remaining regular in- 
voice copies, an eight-copy set which will 
take care of such cases. (See explana- 
tion below.) 

How to use the set made up of copies 
#1, 5, 6, 7 and 8: ° 

As soon as the billing clerk hes com- 
pleted the computation of the invoice on 
copy #2, the five-copy set is typed and 
the copies distributed as follows: 

Copies # 1, 7 and 8: to the customer; 

Copy #5: to the general ledger book- 

keeper; 

Copy # 6: to the inventory record clerk. 
Copy #5, the yellow “posting” copy, 
will be used in this manner: current 
postings will be made to the individual 
customer’s account in the accounts re- 
ceivable subsidiary ledger. The copies 
will then be filed numerically. At the 
end of the month an adding-machine tape 
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total will be taken, indicating the total 
dollar value posted to the accounts re- 
ceivable, based on the sales analysis pre- 
pared by the inventory record clerk. 


Copy #6, the goldenrod customer's 
file copy, will be used by the inventory 
record clerk to post the stock records. 
The dollar values and quantities are also 
posted to a columnar sales analysis sheet, 
the total of which must agree with the 
adding-machine tape of the general led- 
ger clerk. Cost of sales is computed on 
the basis of quantities shipped times the 
standard cost established. Each total of 
the individual column is posted to the 
general ledger, together with the cost of 
each unit sold. Copy #6 is later filed in 
the customer's individual folder. 


The Eight-copy Set 


As nation-wide production conditions 
necessitate short shipments more often 
than not, it was felt that a method 
should be found that would give quick 
and economic control of this situation. 
As previously indicated, the billing clerk 
will type an eight-copy set of the invoice 
when copy #2 shows that only part of 
the order was shipped. This eight-copy 
set is not pre-numbered. The invoice 
number is typed in by the billing clerk 
in this fashion: the original number, 
i.e., the invoice number of the first set, is 
dashed as many times as short shipments 
are made until the entire order is filled. 


Example: 


The original invoice number was 
#5789. The first short shipment in- 
voice will bear number 5789-1, the sec- 
ond one 5789-2, and so forth. By this 
method it will be possible to (1) deter- 
mine the number of shipments made so 
far, (2) determine the unfilled quantity 
per individual customer, as well as per 
type of item, and (3) file invoices num- 
erically and alphabetically. The eight- 
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copy set will be distributed as outlined 
above. The form differs from the ten- 
copy set only in one respect: the column 
labeled ‘ordered’ is now called “‘back 
order”. For when copy # 2 was received, 
the billing clerk subtracted the quantity 
shipped from the original quantity order- 
ed to arrive at the quantity still “back 
order”. The creation of this eight-copy 
set has eliminated some of the most 
cumbersome methods that previously 
existed. 


The Five-copy Set 

This firm sells a considerable amount 
of merchandise on a direct shipment 
basis, i.e. the merchandise is shipped to 
the customer direct from the manufac- 
turer or jobber. In the past, the method 
employed led to a false inventory pic- 
ture and an erroneous cost of sales state- 
ment. As only two definite suppliers are 
involved, the invoices received from them 
are segregated from the others, marked 
“resale” and given to the billing clerk. 
The five-copy set is prepared and dis- 
tributed as follows: 
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I LO ec ccc scce tac Sen 
‘ 2 Posting 
3 Customer 
4 Duplicate Invoice 00.0.0... 
5 Triplicate 


eee eeeeeeeseeceeeeeeeerseesesesacecenseseses 


Copy #2 will be posted to the ac- 
counts receivable subsidiary ledger and 
filed numerically until the end of the 
month when the total of the tape taken 
should agree with the sales analysis pre- 
pared by the inventory record clerk. The 
cost of sales figure for resale merchandise 
can be arrived at by taking the invoice 
cost of the definitely marked invoices. 
The inventory record clerk will not have 
to pest stock records, as the merchandise 
was not received at the plant. It will 
only be necessary to prepare the sales 
analysis in the same manner as previously 
discussed. 


Conclusion 
The preparation of a ten-copy invoice 


Blackpool, England 
of days between any 


Sir: The number 
two dates in the year may readily be found, 
whenever needed, by once and for all memor- 
ising this simple key: 1.9.0.0.1.1.2.3. 
3.4.4.5, associating these figures, respective- 
ly in order, with the respective months of the 


year. 
These key numbers represent the units of 
figures showing the number of days lapsed in 
the year at each month-end, which figures may 
readily be completed by remembering that a 
month averages 30 days (with February, 59 
days lapsed, the exception). 
Thus for example, at the end of the fifth 






NUMBER OF DAYS 










WN Soiecdisc eed to customer 

EN sn to general ledger clerk 
goldenrod ............. to inventory record clerk 
gerne prema to customer 

WOE ccsicisasscetieene to customer 


might appear costly, but the new method 
has eliminated many other records pre- 
viously prepared, and upon further com- 
putation it was determined that the cost 
per invoice increased only half a cent. 
But the smoothness and convenience con- 
nected with the new method can hardly 
be figured in dollars and cents. While 
before the desk of the billing clerk was 
strewn with a multitude of papers, forms, 
carbons, and records, she is now able to 
proceed with greater ease and less strain 
physicially and mentally. The present 
method further permits the preparation 
of various kinds of reports for manage- 
ment which have not been discussed here 
in detail but can well be construed from 
the picture presented. 


month, May, 5X30+key unit 1, shows 151 
days lapsed to the end of May; or again, at 
the end of ninth month, September, 9 X 30+ 
key unit 3, shows 273 days lapsed to the end 
of September. 

It is then very simple to give any date in 
the year its own number, e.g. 17th June = 
May 151 + 17 = 168; and 19th September 
= August 243+19= 262; and from 17th June 
to 19th September = 262—168 =94 days; and, 
similarly, for any period. 

In leap year, add one day for 29th February 
if it comes into the period of days required. 

Wm. H. HUTCHINSON 
(From The Accountant, May 27, 1950) 
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Inter-Provincial Exchange of Students 


By D. N. McPhie 


An Ontario student in Quebec 





URING the summer of 1949 I 
visited Quebec under the inter- 
office exchange programme conducted by 
the firm of chartered accountants in 
Toronto with which I am connected 
and a firm in Quebec City. 

The first such exchange was arranged 
in 1947, with a three-fold objective,— 
(1) To offer students an opportunity to 

improve their ability to speak and 
comprehend the other principal Can- 
adian language; 
(2) To broaden their auditing experi- 
ence; 
(3) To further inter-provincial under- 
standing. 
This initial exchange met with such suc- 
cess and enthusiasm that it has been re- 
peated each year. I was the third student 
to take advantage of the plan. 


On my arrival in Quebec on the morn- 
ing of June 1, I was introduced to the 
partners and personnel who outlined the 
routine and policies of their office and 
made valuable suggestions to insure me 
of a pleasant and profitable stay in their 
Province. For the first half-hour our 
conversation was carried on in English, 
but at the conclusion of the interview, I 
was informed that everyone in the office 
had been instructed to speak only French 
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to me, although many on the staff were 
bilingual. 

By ten o'clock that morning, I had 
crossed the St. Lawrence River and was 
assisting on a current audit of the books 
of a large wholesale establishment in the 
city of Levis. French was spoken almost 
entirely by the employees of this firm, 
and the senior in charge allowed me only 
small rations of English. At first this 
was something of a hardship, for audit- 
ing in one’s own tongue can frequently 
be difficult, and conversing with the 
client in a strange language only added 
to the problems. Before that day I had 
always thought that my education would 
enable me to carry on intelligent conver- 
sations in French, but it became apparent 
that while I might read books and news- 
papers fairly well, I was going to have 
some difficulty in understanding oral 
French. 


I spent a week in Levis on three separ- 
ate occasions and, in addition, worked on 
audit engagements of a tannery, a manu- 
facturing concern, an hotel, a municipal- 
ity, a service institution, a school, and a 
lumbering company. The bulk of the 
clients to whom I was assigned were 
located in Quebec City, but twice there 
were trips out of town — once to Ken- 
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ogami for two weeks, and on another 
occasion to St. Pacéme, a little village 
near Riviére du Loup, on the south side 
of the St. Lawrence River. These audits 
enabled me to see something of the Prov- 
ince of Quebec, and to meet French- 
speaking people in the sections removed 
from the metropolitan areas. 

To help my study of the language, I 
was given ample opportunity to converse 
with French-speaking residents. I visit- 
ed Laval University, where excellent sum- 
mer courses are offered, and was able to 
obtain authoritative books on the French 
language. These all place emphasis on 
the conversational aspect of French rather 
than on literature and composition. Prob- 
ably the most valuable help was given 
me, however, by my landlady, a charming 
and cultured old lady, and by the mem- 
bers of the office. The former could not 
speak English, and the latter would not. 
These people contributed immeasurably 
to my education, and made my extended 
stay in Quebec most profitable. I found 
that I had sufficient time to study and 
practise French in a locality where it is 
the native tongue. 

It was obvious to me that the French- 
speaking people appreciated the attempts 
of a young man from Toronto to learn 
their language, imperfect though his per- 
formance was. As a direct result of their 
help and patient indulgence, I had, at the 
end of the summer, acquired a working 
knowledge of French, with the stress put 
on spoken French. While I do not sug- 
gest that my grasp was complete and 
flawless, I had a practical grasp, which I 
regard as a great asset that ultimately can 
be put to good use. 


Another aim of the exchange is to 
broaden the student’s auditing experi- 
ence, and in the three months I was in 
Quebec, my assignments, mentioned pre- 
viously, were most interesting and diver- 
sified. Not only did I see different forms 
of enterprise, but I had a chance to 


study methods and procedures of another 
office of chartered accountants. This was 
a singular privilege, because auditing is 
not a cut-and-dried science, but a relative- 
ly new field in which thinking is always 
advancing and techniques are being con- 
stantly improved and modified. Basic- 
ally, of course, the methods of the two 
offices were similar, but they varied in 
certain aspects, and students are fortunate 
if they are able to observe other approach- 
es to auditing problems. This is difficult 
in most cases, for a student usua!ly takes 
his training with one office, and perhaps 
never has the opportunity to practise with 
another firm, at least before graduation. 
Granted, he may read of alternate pro- 
cedures and keep abreast of current think- 
ing on the subject, but that cannot be a 
substitute for actual, on-the-job experi- 
ence. This was one of the greatest bene- 
fits accruing from the exchange, and one 
which I value highly. 


There is, however, a third objective 
of the visit — the strengthening of inter- 
provincial relations. I have purposely 
left that feature to the last. The reason 
for this is that the ties between French 
and English Canada are not strengthened 
by conscious and deliberate actions but 
rather by just such exchanges as the one 
in which I participated. By actually liv- 
ing and working with the French people 
I grew to know them as they really are — 
their ways of thinking, their mode of 
living, their attitudes towards life. I was 
impressed with their friendly under- 
standing of the English-speaking Can- 
adians. The casual visitor, meeting only 
the merchants, the hotel clerks, and the 
guides, who in any country display a 
commercially-slanted hospitality, rarely 
sees them in this light. My three months 
were spent in an atmosphere of comrade- 
ship and kindness which was genuine and 
which really characterizes the French- 
speaking people. 

Certainly one can never forget this 
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trait after observing it for any length of 
time, and a greater feeling of comrade- 
ship could be promoted by more ex- 
changes between the Provinces. For my 
part, the visit was a rare chance to live 
with the French people and to see and 
know their customs and viewpoints more 
intimately. In the process, it constituted 
a once-in-a-lifetime opportunity to fur- 
ther my auditing experience and to ac- 
quire a better ability to speak the French 
language. 

From reports submitted by the French 
students who have visited Ontario, and 
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from talking to them myself, it would 
appear that they also feel strongly about 
the benefits of the exchange. They are 
just as anxious to live among English- 
speaking Canadians with a view to know- 
ing us better. They find it equally valu- 
able to work in English chartered ac- 
countants’ offices and to study their busi- 
ness policies and systems in industry. 
Certainly I will never regret my three 
months spent in Quebec. It is to be 
hoped that the exchange continues, and 
that other offices and organizations will 
take up the idea. 


Par Jean-Louis Lépinay 


Un étudiant de Québec en Ontario 





ES firmes Clarkson, Gordon & Co, de 
Toronto, et Chartré, Samson, Beau- 
vais, Gauthier & Cie., de Québec, ont 
inauguré en 1947 un plan d’échange de 
personnel pour les mois d’été. Bénéfi- 
ciant des avantages de ce plan, j'ai 
séjourné en Ontario pendant les mois de 
juin, juillet et aout de l'année 1948. 

Les bureaux de Clarkson, Gordon & Co. 
sont situés dans la partie basse de la ville, 
prés de la gare, avantage trés appréciable 
pour l’étranger qui arrive 4 Toronto. 
Peu aprés mon arrivée, je fus regu par 
un des organisateurs de ces échanges qui 
s'informa de mes connaissances de la lan- 
gue anglaise, et me fit quelques sugges- 
tions pratiques pour bien profiter de mon 
séjour. Je passai le reste de la journée 
a rencontrer des membres du personnel 
et 4 apprendre la routine du bureau par 
la lecture de mémoires préparés a cette 


fin. 


Aprés quelques jours 4 Toronto, je fus 
envoyé 4 Welland, petit centre industriel 
situé sur le bord du canal du méme nom, 
qui relie les lacs Erié et Ontario. Ce 
premier voyage me fournit l'occasion de 
visiter les plus beaux sites de la région des 
chites Niagara, et méme une petite par- 
tie des Etats-Unis, principalement la ville 
de Buffalo. De retour 4 Toronto, j’y 
passai une courte fin de semaine pour re- 
partir immédiatement pour Barrie, jolie 
petite ville située sur le bord du lac Sim- 
coe 4 quelque cinquante milles au nord 
de Toronto. Cette partie de la province 
d’Ontario est renommée pour ses nom- 
breux centres de villégiature. Au cours 
de mon séjour, j’eus l'occasion d’en visi- 
ter quelques uns. Aprés ce voyage dans 
le nord, je demeurai 4 Toronto pour quel- 
ques semaines, soit jusqu’au début du 
mois d’aoait. Ce stage me permit de 


visiter les endroits les plus renommeés 
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de la capitale Ontarienne, tels que Casa 
Loma, l'Université de Toronto, le parle- 
ment provincial et les trois iles situées en 
face de Toronto dans le lac Ontario. Ces 
trois files, 4 cause de la place privilégiée 
qu’elles occupent et des facilités de com- 
munication, sont trés populaires. Je les 
ai visitées souvent, surtout aux jours de 
grande chaleur. Au mois d’aoit, je fus 
envoyé 4 Peterborough d’abord, puis 4 
Newmarket et 4 Kingston. Je profitai de 
mon passage dans cette derniére ville 
pour faire le tour des Mille-Iles en 
bateau. Cette promenade 4 travers les 
iles nous montre des paysages féériques 
que je ne saurais décrire fidélement. 


Ces nombreux voyages, en plus de me 
faire visiter les plus belles parties de la 
province d’Ontario, m’aidérent considé- 
rablement au point de vue financier. Mes 
compagnons de travail contribuérent 4 
rendre mon stage agréable et instructif, 
en se chargeant de me faire visiter les 
principeaux sites historiques environnant 
les places of nous travaillions. De plus 
ils m’aidérent beaucoup 4 acquérir une 
certaine souplesse de conversation en cor- 
rigeant mes fautes et en améliorant mon 
vocabulaire. 

A Toronto, j’habitais dans une gar- 
gonniére oi vivaient une vingtaine de 
personnes environ. Bien que de classes 


différentes — l'un était pasteur protest- 


ant, l'autre menuisier, l'autre professeur 
— il régnait une harmonie parfaite au 
sein de notre grande famille. Une forte 
proportion des pensionnaires étaient des 
Européens venus d’Angleterre pour la 
plupart. L’accent tout 4 fait particulier 
qu’ont les Britanniques me surprit au 
début et eut pour effet de refroidir un peu 
mon enthousiasme. Je m’habituai cepen- 
dant assez vite 4 ce langage et me fit 
rapidement des amis. L’atmosphére 
familiale dans laquelle nous vivions, 
m’aida 4 acquérir le vocabulaire courant 
nécessaire 4 la conversation. 


Ce séjour de quelques mois dans la 
région de Toronto fut aussi trés instruc- 
tif. Les contrats de vérification sur les- 
quels j'ai travaillé furent intéressants et 
variés. Les principaux furent une acierie, 


une brasserie, une boulangerie et un 


journal. 

Je profite de l'occasion pour remercier 
les organisateurs de ces échanges qui 
m’ont permis d’améliorer mes connais- 
sances de la langue anglaise et d’étendre 
mes connaissances comptables dans un 
milieu idéal. je garde de mon séjour 4 
Toronto un souvenir agréable et souhaite 
que ces échanges se continuent, se multi- 
plient si possible. J’encourage ceux qui 
le peuvent a profiter de l'occasion car 
c'est une chance unique comportant de 
trés nombreux avantages. 
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Shared Taxes 
And Grants-in Aid 


By George D. Iliffe, C.A. 


Comptroller-General, Province of Manitoba 


The vast increase in public expenditure has brought 
about a readjustment in the financial relations of the 
various levels of government 





RANTS, subsidies and shared taxes 
are deeply rooted in government fi- 
nance in the United States and Canada. 
One hundred and ten years ago the United 
States government assumed $18 million of 
States’ debts and, in 1837, apportioned 
amongst the States some $28 million of 
its accumulated revenue surplus. During 
the remainder of the 19th century fed- 
eral assistance to State and local govern- 
ments generally took the form of land 
grants for public and agricultural schools 
and universities. The second decade of 
the present century, however, saw the in- 
ception of the system of federal grants- 
in-aid which has developed to its pres- 
ent magnitude and complexity. It would 
appear that the Social Security Act of 
1935 has become the medium for the 
highest total expenditures on federal aid 
to State and local governments, account- 
ing for almost half of the estimated total 
of $2.48 billion for all federal grants for 
1950. The statistics given in Appendix 
1 (see p. 74) illustrate the phenomenal 
expansion of federal grants-in-aid during 
the past 35 years; I am indebted to their 
author for permision to use them. 
In the field of State aid to local gov- 
ernments we encounter almost every con- 


ceivable arrangement including shared 
taxes, dedicated revenues, grants on capi- 
tal and current accounts and a variety of 
formulae designed to provide for alloca- 
tion either upon the basis of population 
or in some other way. It would appear 
that the results achieved in different areas 
are by no means uniform. The most re- 
cent statistics I have been able to obtain 
are summarized in Appendix 2 (see p. 
75) with due acknowledgment as to their 
source. 


Canadian Development 


Up to a point, the development of 
grants-in-aid in Canada followed the same 
general pattern which I have just describ- 
ed but by a somewhat different mechanic- 
al process and including statutory sub- 
sidies paid by the Dominion upon a 
modest per capita basis. In 1942, how- 
ever, as a temporary wartime measure, 
each Province agreed to withdraw from 
certain tax fields including income and 
corporation tax and in return was paid 
by the Dominion each year an amount 
equal to the Province’s 1941 collections 
from the vacated tax fields. With the 
end of the war in sight (an indication of 
the expiry of the wartime tax agree- 


A paper read at the annual conference of the Municipal Finance Officers Association of 
the U.S. and Canada, Montreal, June 5 to 8, 1950 
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ments) the Dominion made proposals to 
the Provinces which included continu- 
ance of its sole occupancy of the vacated 
tax fields and matters associated with 
public investment, health, pensions and 
unemployment. The Dominion did not 
obtain unanimous acceptance of its finan- 
cial proposals and subsequently entered 
into separate interim agreements with all 
of the Provinces except Ontario and Que- 
bec; action on its other proposals was de- 
ferred. The last of the wartime tax 
agreements expired on March 31, 1947. 
The Dominion has subsequently inaugur- 
ated an extensive programme of health 
grants in which every Province partici- 
pates and has increased the basic old age 
pension from $25 to $40 per month, con- 
tinuing to pay 75% of the cost with the 
remainder paid by the Provinces. A 
brief summary of the effect of the new 
agreements upon the revenues of the con- 
curring Provinces appears in Appendix 
3 (see p. 76). A comparison of the 
revenues and expenditures of the Prov- 
ince of Manitoba immediately prior to, 
and under, the present interim agree- 
ments is submitted in Appendix 4 (see p. 
77) which also indicates the benefits 
passed on to local governments in that 
Province. 


A Better Method Wanted 


If the many sources of information 
are reliable, and I am sure they are, it 
would appear that there is keen interest 
in the United States (and Canada) as to 
the possibility of devising another and 
more satisfactory method of handling 
shared taxes and grants-in-aid. Many 
factors are involved in the whole prob- 
lem. 

Canadians will almost certainly be fa- 
miliar with the theories, considerations 
and arguments which are advanced, or 
which develop, during “down-to-earth” 
discussions and negotiations associated 
with an actual readjustment of financial 


relations between the various levels of 
government which constitute the public 
administration of a nation. They will 
probably concur that whilst it is a rela- 
tively simple matter to obtain general 
agreement that something should be done 
it is often difficult, perhaps impossible, 
to obtain unanimity of opinion upon 
matters of procedure and the preserva- 
tion of various rights and equities. I 
shall endeavour to illustrate some of the 
more contentious issues by way of mak- 
ing a series of comments coupled with 


leading questions. 

In the simplest meaning of the words 
themselves, “shared taxes’ and “‘grants- 
in-aid” are entirely different from each 
other. Except for the significant fact 
that a practical application of either one 
of these two principles results in trans- 
ferring funds from one government to 
another there is not a great deal of re- 
semblance between them; their respective 
characteristics are so different that in an 
extended study each would probably be 
dealt with separately although either one 
or both might be taken into consideration 
as a means towards solving some particu- 
lar problem. Because of the latter pos- 
sibility, we may well regard them as be- 
ing synonymous and deal with them on a 
broad and general basis. 

If we consider the following questions 
we will probably have a pattern which 
we can follow without too great difficul- 


If the use of shared taxes and grants- 
in-aid has an objective, what is that ob- 
jective and why and how has it come in- 
to being? 

Are shared taxes and grants-in-aid in 
themselves a fundamental method which 
can be applied indefinitely to achieve an 
objective, thereby affording a permanent 
solution to a certain type of problem or 
will they be discarded when some more 
satisfactory or permanent solution is 
found ? 
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If there is a more satisfactory or per- 
manent solution, what is that solution? 


The Changing World 


Is it possible that shared taxes and 
grants-in-aid indicate or express a trend 
towards some new concept of govern- 
ment administration and finance which is 
being impelled by changing economic 
and social conditions incidental to an 
ever-increasing density and concentration 
of population and the change from a 
pioneer country to a settled, closely knit, 
and highly industrialized one? 


Two successive world wars, occurring 
within a relatively brief period of time, 
were each accompanied by stupendous ex- 
penditures of wealth, resources and hu- 
man services coupled with the taxation 
necessary to pay for them; the iaterval 
between those wars encompassed a 
world-wide economic depression which, 
in the western hemisphere, was _post- 
poned by a period of speculative inflation 
serving only to sharpen the impact of the 
lean years which followed. Over the 
whole period of 35 years government 
paternalism, direction and control have 
supplanted the old order to degrees 
which vary downward from total despot- 
ism. Is it possible that we who have 
never been compelled to yield from de- 
moctracy may be facing an era of social- 
security-consciousness which we must 
cope with, and finance, within the struc- 
ture of our present economy if we are to 
retain all of our present freedoms ? 


During the period to which I have 
just referred, the people of the United 
States and Canada made vast public ex- 
penditures on both capital and current 
account either to relieve the effects of un- 
employment or to sustain and strengthen 
the war effort. Development of industry 
and natural resources have been pushed is: 
to what were formerly unsettled or sparse- 
ly populated regions and that process has 
been accompanied by settlement in many 


Mr. George D. Iliffe was ad- 
mitted to the Manitoba Institute 
in 1923. In 1933 he was appoint- 
ed senior auditor on the staff of 
the comptroller-general of Mani- 
toba and at that time established 
the provincial audit office on its 
present professional basis. Mr. 
Iliffe was appointed comptroller- 
general in 1944. He was closely 
associated with the Hon. Stuart 
Garson, then provincial treasurer, 
throughout the negotiations fol- 
lowing the Dominion Govern- 
ment’s proposals to the Provinces 
at the Dominion-Provincial Con- 
ference, 1945. 


areas which cannot yet, without assist- 
ance, furnish their inhabitants with the 
means to pay for standards equal to those 
prevailing in other sections of our two 
countries. There has been further con- 
centration of population in industrial 
areas and many of them find it difficult 
to obtain the funds necessary to supply 
public services at the level demanded by 
their inhabitants. The costs of many 
responsibilities and services which not so 
long ago were borne by individuals or 
communities have now either been forced 
upon, or assumed by, various levels of 
government which in turn are seeking for 
ways and means of obtaining revenues to 
pay for them. Would the application of 
a suitable, carefully planned, and uni- 
form system of shared taxes and grants- 
in-aid assist us in dealing with any of the 
financial aspects of our problems? If the 
answer is ‘‘yes”, through what levels of 
government should they extend, where 
should they be applied, and how and by 
whom should the necessary research and 
planning be undertaken? If the answer 
is ‘‘no’’, what alternative can be suggest- 
ed? 


Well-Being of All 


There would probably be general 
agreement that any systems of sharing 
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taxes and paying grants-in-aid, wher- 
ever they are now to be found in use, 
express an attempt to adjust financial re- 
lations betwen one government which has 
access to taxable funds and another gov- 
ernment which cannot, in its available 
tax fields, find sufficient revenue to meet 
those expenditures which, for any one or 
more of several reasons, it cannot avoid. 
Is it, though, by any means sufficient to 
conclude only that this method of re-allo- 
cating public funds is nothing more than 
a convenient process of taking from those 
who “have” and giving to those who 
“have not’? Is it not equally true that 
national wealth and income appear in 
their most readily taxable form in those 
localities into which raw materials and 
primary products are funnelled, from 
their many scattered sources, for con- 
version into commodities in a form ac- 
ceptable by the consumer, irrespective of 
where he is domiciled? If the logical 
answer to this latter question is in the 
affirmative, would it not appear that sys- 
tems of sharing taxes and paying grants- 
in-aid could be invoked not merely as 
temporary expedients to remedy some 
localized fiscal need but as a useful and 
economical method of ensuring to all 
citizens minimum standards of education, 
public services, and employment, thereby 
contributing to the well-being of the na- 
tion as a whole? 


If in some hypothetical area local tax- 
ation must be inordinately high to main- 
tain minimum standards of public service 
it would appear that normal expansion of 
commerce and industry into that area will 
be discouraged and that its raw materials, 
primary products or partly processed com- 
modities will flow into the stream of na- 
tional economy at inordinately high 
prices. Provided that reasonable mini- 
mum standards of public service could 
be established, would it be logical to de- 
vise some method of abating the tax-load 
in that hypothetical area, and in all 


others similar to it, possibly by way of a 
carefully planned method of shared taxes 
and grants-in-aid administered by some 
higher level of government? How, and 
by whom, would reasonable minimum 
standards of public service be establish- 
ed? What would be the position of the 
prosperous community which desires to 
maintain for itself a higher standard than 
the established minimum? Should it be 
expected not only to contribute towards 
raising to that minimum the standards of 
less favoured areas and yet be required 
to pay the full amount by which its own 
costs exceed the cost of the minimum 
standards ? 


Overlapping Tax Fields 


As a general rule the tax fields avail- 
able to the several levels of government 
are formally defined and established but 
there is often an overlapping in rights of 
access which results in uneconomical ex- 
ploitation of the fields in which such 
duplication exists. In many other in- 
stances the tax fields originally assigned 
to units at technically lower levels of 
government have either become entirely 
inadequate for their needs or are fully 
occupied by some senior government hav- 
ing priority. Where those circumstances 
exist they generally contribute to the fin- 
ancial problems of the units at the low- 
er levels of government. 


Quite obviously, two units of govern- 
ment could share a tax in several ways. 
One unit of government which wholly 
occupies a tax field might undertake to 
divide the actual proceeds with some 
second unit; alternatively, it might agree 
to share that field and might, under some 
circumstances, vacate it entirely. It would 
appear that if one unit of government 
spends the proceeds of a tax collected for 
it by another unit there might be little 
disposition to economize; that considera- 
tion should not apply in the event of a 
tax field being shared or vacated. 
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Do you consider that the present al- 
location of tax fields is inadequate? Do 
you consider that it contributes to the ex- 
isting stringency in municipal finances? 
Would you be prepared to recommend 
that the whole structure of available taxes 
and tax fields should be reviewed and re- 
allocated between the several levels of 
government upon a national basis? If 
not upon a national basis, what argument 
would you use to dispose of the plea for 
a national minimum standard of public 
services ? 


Grants-in-aid fall into several principal 
categories which include assistance to 
schools, hospitals, social welfare pur- 
poses, etc., grants to assist with the con- 
struction and maintenance of roads and 
other local services, grants for special pro- 
jects and special assistance in times of 
acute unemployment, or emergency or 
disaster. Our respective central, or fed- 
eral, governments have generally con- 
fined their participation in grants to the 
level of the States and Provinces; the 
latter have been regarded as basically re- 
sponsible for meeting the requirements 
of the local governments which they in 
turn have brought into being and are ex- 
tensively used as the indirect medium of 
extending federal aid to local purposes. 


Grants with Strings Attached 


If grants-in-aid were found to have 
any inherent fault it would probably be 
attributable to the fact that they may either 
be conditional or unconditional at the op- 
tion of the grantor, particularly if they 
are made entirely to meet a fiscal need 
rather than as a matter of right and equi- 
ty.- Thus, the grantor could attach con- 
ditions to the grants which would be 
tantamount to taking full control and di- 
rection of the local purpose for which 
the money was provided; conversely an 
uncondiional grant-in-aid of fiscal need 
could simply result in uncontrolled and 
ever-increasing demands for ever-increas- 


ing grants of the same kind. Grants 
upon the ‘“‘shared-cost-project” basis, 
where they are strictly applicable, should 
furnish some counter-balance either to 
abuse, or to extravagance, or to both. 

Do you consider that our present sys- 
tems of providing and administering 
grants are founded too firmly upon the 
principle of meeting only urgent require- 
ments which are forced upon the var- 
ious levels of government? Do you con- 
sider that it should be possible to devise 
a nation-wide method of providing for 
grants through all levels of governments 
and designed not only to provide for eco- 
nomical expenditure of the relative funds 
but to preserve local rights and responsi- 
bilities ? 


Change in Character of Community 


Furthermore, the various kinds and 
characters of expenditures now being 
made by units of the various levels of 
government are pertinent to the subject 
under discussion. I have the impression 
that whilst there may have been phenom- 
enal developments in the field of mun- 
icipal revenues with respect to shared 
taxes and grants-in-aid, considerably less 
attention has been paid to the matter of 
relative responsibilities for certain types 
of public services. 

It is difficult to arrive at any final and 
conclusive opinion upon the subject of 
shared taxes and grants-in-aid. In a prac- 
tical application the arguments pro and 
con are so varied that one might be 
doubtful of ever achieving unanimity. On 
the other hand, it is by no means impos- 
sible to find evidence of agreement in 
principle. The time may not be too far 
distant when there will be a formula 
which will not only extract a reasonably 
sized dollar from the taxpayer but will 
distribute it to the best possible advan- 
tage for the individual, and for the na- 
tional economy, and to the satisfaction 
of all concerned. 
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TABLE I—SuMMaRY OF EXPENDITURES FOR FEDERAL AID TO STATE AND 
Loca GOVERNMENTS BY FUNCTION (Thousands of Dollars) 


1912 

Veterans’ service & benefits... 1,152 
Social welfare, health, security 
Housing & community facilities 
Education & general research... 2,510 
Agriculture & agricult’l research 1,593 
Natural resources not prim- 

ardy agricaitural .................... 
Transportation & 


1920 
1,095 
1,759 


4,637 
5,912 


20,483 
9,559 


1936 
568 


1946 
20,238 


2,245,210* 512,147 


13,055 
21,656 


1,473 


27,565 
8,839 


104,637 
25,308 
92,427 


8,274 


75,868 
61,726 


1948 
84,977 
891,834 
53,911 
37,154 
70,940 


11,473 


333,550 
145,048 


communication ....................... 
Labor & general government.... 6,006 
Total, grants-in-aid .................... 11,261 
Total, shared revenues .............. 726 


43,445 
1,149 


2,318,366 
2,698 


900,625 
12,418 


1,628,887 
16,001 


Total, grants and 
shared revenues. ....................:. 11,987 
*Includes 2,210,802 emergency grants. 


2,321,064 


913,043 


1,644,887 


TABLE II—REGULAR AND EMERGENCY FEDERAL GRANTS 
SELECTED YEARS 1912-1950 (Millions of Dollars) 





, Type 1912 
Regular: 
Current ...... Bos Ail ested 12.0 
Capital . 
ME ecsekes aie to: 12.0 
Emergency (current & capital): 
MN rere ey hae 
National defence .................... (War) 
DON ice © desk 
SN RNR shor cissci adeno Ses oop 12.0 


1920 


24.3 
20.3 





44.6 


1936 








2,210.8 
2,321.1 


1946 


680.7 
44.5 





V2o2 


7.4 
180.4 





187.8 
913.0 


1948 


1,162.4 
321.0 





1,483.5 


8.4 
153.0 





161.4 
1,644.9 


Estimate 
1950 
13,640 
1,358,992 
13,304 
323,283 
62,878 


18,437 


517,650 
150,019 


2,458,202 


21,812 


2,480,014 


Estimate 
1950 


1,881.2 
572.0 





2,453.2 


1.9 
24.9 





26.8 
2,480.0 


(Extracts from “Federal Grants-in-aid”, by C. E. Rightor, Esq., Bureau of the Census, 
Population Division, Washington, D.C., March, 1950) 
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APPENDIX 2 


STATE GENERAL EXPENDITURES FOR AID TO LOCAL GOVERNMENTS 
PURPOSE OF AID: 1947 
(In thousands of dollars) 
Specified purposes: 
Public welfare: 


NaI IE os or = Greed te ln Ao ee ie hc cre al $ 77,465 
Cs NN ooo 553, Renee Fee oo Lec sacakooneiacenens 325,018 
TAA UD ANIONS CRMEALBOND oo cde cd dies scsibinse savscsossecoeceaeiesessuseeextebs 75,770 
Ne RMS ON 0G SBE re ata cere ees Gans te Seceaaceragseunsn 7,935 

MER INES i ho cre chs is eis cscs cscsgasiseBleraMasvesencds 8,363 
494,551 
NL, Deicke tea a Ra ac eae 10,137 
Hospitals and institutions for the handicapped ...................0.cccee 14,127 
Highways (including debt service $38,154) ................cccececeesceseeeeees 417,297 
MI Fass x cea cpus ea tacy ao ao uek cot caey sn ge ses acea eta Har ta Wagan ad aaaaiba daeke 1,129,025 
ESL Se aca ie Ora gee oes as ct Veh. va Mave tars aca es Raa os Roa ees Uideetas taki pedle oI 75,322 
NN erase npc ces aSaeda bats calcu cccdau Dokescabnavenstecseaee 411,299 
| TON So et bk al es a ak lag $2,551,758 


NOTE: Highest amount: New York, ..............0.0:.:cccccccscccesseeees $388,294 ($28.26 per capita) 
SAPOURE RMI | TU Soi. si hath dno osctbcdeieccosmecocdies 666 ( 4.92 per capita) 


| eer RUMI WII 50055 otis bras dus xan cei cancida Saeko tacakesd $ 18.35 
PiMeeet GEE CADE? GOLOPRIG® oc. 5.05 5, snes. 5.055.005.8000 43.64 


Lowest per capita: New Hampshire ..................0...0... 3.71 


STATE GENERAL EXPENDITURES FOR AID TO LOCAL GOVERNMENTS, 
BY TYPE OF RECEIVING GOVERNMENT: 1947 
(In thousands of dollars) 
REMI eter di Pa ae eRe cia Cie eee Bed en Ree. Meee $ 792,421 
WN ccc ce cae ceet cchcince capa ceben co uae eee cauccic cnc Su kag Abi oacen dona sv Tamera ec tues betereateeeonae 745,979 
NNT 2705 8.25 Os a Sit i ese eek ES riage ad tee 902,453 
I eI Suess areata ARP tases Ea TE EE 44,293 
en IO 38 re aa odeed sae av ck ach cds ee eecaa i onieaie oh nae 5,188 
Ree ennee Vn ONIN oii ap achat ian decent RNa Mea 61,424 


$2,551,758 


(Extracts from “State Aid to Local Governments”, a study issued by the Department of 
Commerce and the Bureau of the Census. Washington, D.C., December, 1948) 
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APPENDIX 3 


THE EFFECT OF THE 1947 DOMINION-PROVINCIAL AGREEMENTS 
UPON THE REVENUES OF CONCURRING PROVINCES 
(In thousands of dollars) 


Stated 
amount of 
revenue 
to be 
surrendered 
(1) 
CONCURRING PROVINCES: 
Newfoundland _.................. $ 
Prince Edward Island ...... 1,184 
ROTM So secissisievscscssns 4,216 
New Brunswick ................ 4,782 
EI, rc occas ccc 7,973 
Saskatchewan  ...............00... 8,322 
NNO oo ssooceisre occ Rte 8,223 
British Columbia .............. 14,351 
49,051 


NON-CONCURRING PROVINCES: 


Een 31,194 
| | BRS er eet ere 44,219 
$124,464 

Notes: 


Irreducible Estimated payments: 
minimum Second Fourth 
payment Year (ended Year (to end 
under March 31, March 31, 
agreements 1949) 1951) 
(2) (3) (4) 
$ $ $ 8,540 
2,100 2,427 2,757 
10,870 12,678 14,705 
8,773 10,110 11,932 
13,540 15,125 17,750 
15,292 16,111 18,562 
14,228 16,039 18,964 
18,120 22,970 28,303 
82,923 95,460 121,513 
56,382 
67,158 
$206,463 


1. The composite amount of constitutional and statutory subsidies, payments made 
under the Wartime Tax Agreements in lieu of income and corporation taxes, certain 
special grants re fiscal need, and, succession duties. 

2. The amounts shown are recited in the “equal treatment of Provinces” clause of the 
agreements with the concurring Provinces. 

3. As shown in the public accounts of the Dominion for the year referred to. 

4 An estimate, based upon estimated populations and estimated gross national product 


as provided for in the agreements. 
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APPENDIX 4 


STATEMENT COMPARING PROVINCE OF MANITOBA CURRENT ACCOUNT 


FOR THE YEAR ENDED 30 APR 1946 WITH ESTIMATES FOR 
THE YEAR ENDING 31 MAR 1951 
(In thousands of dollars) 


Increase in Increase in 
direct aid services to 











Service: Expenditures: to local populace 
1946 1951 Increase governments at large 
ROMERO, Sesscis rca ential $ 2,615 6,028 3,413  $2,430(2) 983 
ETRE WU UIE, | Socsscdisetovecccsepscccaxcs 658 1,670 1,012 420 592 
Pensions for the aged and blind ...... 1,031 2,276 1,245 1,138* 107 
Health (including construction 
BUPMMRE NERDY asessctccoes ons. etic 2,123 4,881 2,758 es 2,758(3) 
Natural resources and primary and 
other industries .................0.0. 1,424 3,467 2045 wana 2,043 
IE iss teckel ces sntctissct ties 2,241 6,191 3,950 570 3,380 
SUBIIG SEINICES . erciscisricstsctesissceiieeceiees 3,059. 4,555 TAG Sues 1,496 
Debt charges and reserves .............. 6,825 10,094 3,269 ina 3,269 
ie I SA isiccoacen: 19,976 39,162 19,186 4,558 14,628 
Revenue surplus (Decrease) .. ......... 4,210 279 (-3,931) ss ...... (-3,931) 














$24,186 39,441 15,255 $4,558(1) 10,697 


























Source: Revenues: 
1946 1951 Increase 
Tax fields vacated by province ..... $ 8,027 __....... 9,727 
Payment in consideration thereof . _...... 17,754 
Tax shared with Dominion ............. —...... 225 225 
General revenues _...............:000cee 16,159 21,462 5,303 


Notes: 
A 











$24,186 39,441 15,255 




















The Manitoba Government undertook to increase its direct aid to local govern- 
ments to the extent of one half of the difference between former revenues from 
vacated tax fields ($8 million) and the guaranteed minimum payment of $13,5 mil- 
lion to be made by the Dominion as consideration for vacating those fields. The 
annual payment has exceeded the guaranteed minimum and the Province has, inter 
alia, been able to relieve the municipalities of responsibility for paying to it one half 
of its net cost of pensions (*above). 


. Grants to Manitoba schools are paid under several formulae designed to provide, as 


far as possible, equal minimum standards of education. 


. The Province is financing local health services in co-operation with the local govern- 


ments and the residents in areas in which units are being established; it has also 
expanded its own services on its own account and in conjunction with the Dominion 
health grant programme. 


The Dominion wrote off $5,439,675.58 of the Province’s indebtedness to it of $24,734,451.82 





for relief of unemployment and amortized the remainder over 30 years at modified rates 
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of interest. The Province in turn passed $2,719,837.79 (50%) along to the muni- 
cipalities either as a reduction of their indebtedness to it, or in cash. 

When Manitoba suspended its Railway Taxation Act it relinquished its sole right to tax rail- 
way properties. The municipalities entered that field in 1948, and may ultimately 
derive from it, annually, in the neighborhood of $1 million, perhaps more. 

During the past ten years manufacturing and production of all kinds in Manitoba has steadily 
increased by 360%. Whilst several major circumstances have contributed to this ex- 
pansion, one not generally realized may be that under the wartime tax agreement and 
the present interim financial agreement with the Dominion, the Province has not been 
compelled to impose income, wage and corporation taxes at comparatively high rates 
in order to maintain its public services at minimum standards. Thus, what formerly 
amounted to a local tariff against the influx and establishment of industry and com- 
merce has been removed to the benefit and prosperity of the community as a whole. 


Professional Notes 


_ ALBERTA 


Mr. William H. Boyce, C.A. announces 
the opening of an office for the practice 
of his profession at 819 McLeod Bldg., 
Edmonton. 

* * * 

Braden & Porter, Chartered Accountants, 
announce the removal of their offices to 
819 McLeod Bldg., Edmonton. 


BRITISH COLUMBIA 


Mr. T. Stevens, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 709 Metropolitan Bldg., 837 W. 
Hastings St., Vancouver. 


NOVA SCOTIA 


Nightingale, Hayman & Co., Chartered 
Accountants, Halifax, announce the admis- 
sion to partnership of Messrs. Roy H. 
Busche, C.A. and Alfred J. Reynolds, C.A. 


ONTARIO 


George A. Touche & Co., Chartered Ac- 
countants, announce that their Kingston 
practice will henceforth be conducted by a 
newly formed partnership, Matthews Brothers 
& Co., Chartered Accountants, with offices 
at 424 Princess St., Kingston, Ont. The 
partners of this new firm are Mr. Bruce 
W. Matthews, C.A. and Mr. Frank A. Mat- 
thews, C.A. 


QUEBEC 
Price, Waterhouse & Co., Chartered Ac- 


countants, 215 St. James St. W., Montreal, 
announce the admission to partnership of 
Mr. J. J. Macdonell, C.A. 


* * * 


Messrs. Irvine Borts, C.A. and Joseph S. 
Chodos, C.A. announce the formation of a 
partnership for the practice of their pro- 
fession under the firm name of Borts, Chodos 
& Co., with offices at 137 Hotel de Ville, 
Hull and 407 McGill St., Montreal. 


Quebec Students’ Society 


The annual meeting of the Chartered 
Accountants’ Students’ Society of Quebec 
was held recently in Montreal and the fol- 
lowing officers were elected for the coming 
season: W. Pierce Gould, Jr., C.A., president; 
Marcel Caron, C.A. and R. G. Bremner, vice- 
presidents; Peter Leggat, treasurer; Jean Pari- 
sien, secretary. The executive committee will 
consist of Messrs. Guy Amideneau, D. P. 
Cassidy, C.A., A. Chazan, Louis Desmarais, 
C.A., J. A. Madill, Eric Newman, Guy L. 
Robidoux, A. P. Smibert, C.A., John F. 
Toller, C.A. and Vernon Turley. 


SASKATCHEWAN 


Hesford, Wik & Jeffery, Chartered Ac- 
countants, Swift Current, announce the re- 
tirement from the firm of Mr. Maurice Hes- 
ford, C.A., and the admission to partner- 
ship of Mr. Gordon S. Stark, C.A. Hence- 
forth the practice of the profession will be 
conducted under the firm name of Hesford, 
Wik, Jeffery & Stark. 





i 
i 
| 
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Recent Books 


Accounting Principles and Bookkeep- 
ing Practice, by W. G. Leonard, C.A. 
and C. E. Walker, C.A., B.Sc. (Acc.); 
published by McGraw-Hill Co., Toron- 
to; pp. 195; price $2.80. 

To embryo accountants and bookkeep- 
ers this completely rewritten version of 
the late Professor Walker’s well known 
book should be welcome. It includes 
more than just explanations and illustra- 
tions of the bookkeeping cycle and the 
preparation of financial statements. The 
chapters on purchases and sales are par- 
ticularly good for a book of this kind al- 
though a definition of the term voucher 
might have improved the former. It is 
also encouraging to see another textbook 
whose authors are not afraid to illustrate 
and explain the ledger rulings with dr., 
cr. and balance columns. The ample sup- 
ply of exercise materials should be of 
great help to the student who wishes to 
appraise his grasp of the various chapter 
contents. A very complete and helpful 
index is also included but as with too 
many introductory textbooks it is disap- 
pointing to find no bibliography to help 
the student select other and more ad- 
vanced reading materials. 

The following remarks should be con- 
sidered as suggestions in the event that 
the book is revised at some future date. 
In one or two cases inconsistencies in 
terminology are confusing. For example, 
early in the book the difference between 
current assets and current liabilities is 
called net working capital while in a 
later chapter it is referred to as working 
capital with no explanation for the 
change in definition. One illustration 


shows that the debit and credit columns 
of the general journal have been totalled 
at the end of the month. Because each 
entry must be cross-added individually 
the reviewer has always been intrigued by 
the insistence of so many persons on 
performing the apparently useless opera- 
tion of adding the columns. The method 
of adding the gross margin to the cost 
o* sales and then bringing the former 
fiz re down to a new line as illustrated 
in the operating and trading statements 
on pages 54 and 140 is not common and 
is apparently a compromise between the 
account form and the narrative form of 
presentation. Furthermore, the pro- 
cedure suggested for reconciling a bank 
account is not very clear and probably 
would not meet with the approval of 
many practising accountants. In explain- 
ing change funds where there are two 
cashiers the author recommends that at 
the end of each day both should turn 
over all cash including their change 
funds to the head cashier and receive in 
exchange two unused and extra funds. 
While this might be desirable in very 
exceptional circumstances many account- 
ants would object to having two unused 
funds on hand when it is not absolutely 
necessary. Only one method is described 
for handling prepaid items, namely, to 
charge all amounts to expense accounts 
and at the end of the period to make an 
adjustment to a prepaid account for the 
unused portion and then to make a post 
closing entry to reverse the adjustment. 
The author might have pointed out that 
in some cases it is even preferable to 
charge items to a prepaid account in the 
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first instance and to make the adjustment 
to an expense account at the end of the 
period. 

Despite the foregoing remarks, how- 
ever, the book should be of considerable 
assistance to the student who is just be- 
ginning his study of bookkeeping. It is 
always reassuring to find members of our 
profession, especially those with Profes- 
sor Leonard’s experience, divulging their 
knowledge for the benefit of others and 
he should be congratulated for having 
continued the good work begun by the 


late Professor Walker. 
J. C. TAYLOR, C.A. 
University of Western Ontario 


Wages and Salaries, Recording and Dis- 
tributing Methods, by J. H. Burton; 
published by Gee & Co., London; pp. 
48; price 6/9 post free. 

This brief treatise traces the methods 
of handling payrolls from fairly elemen- 
tary beginnings to present-day English 
practices. 


Obituary 
Andrew W. Gibb 


The Institute of Chartered Accountants 
of Manitoba announce with deep regret the 
death of Andrew W. Gibb in his 63rd year. 

Born in Glasgow, Mr. Gibb came to Can- 
ada in 1914 and was inspector of income tax 
from 1917 until 1926. He organized the 


Chapters on primary records, secon- 
dary records, guarding against fraud, 
and distributing the money, indicate the 
scope of the book, which is written from 
a practical point of view. Discussion by 
the author of methods used but discarded 
for improved ones add to or detract from 
the book, depending on the viewpoint of 
the reader. 

Only limited reference is made to 
punch card and other mechanized payroll 
methods. Described with approval, how- 
ever, is the Anson payroll writing-board, 
which is similar to types available in Can- 
ada. This reference is quite interesting 
as the several writing-boards which are 
now available no doubt indicate increased 
Canadian use of this device. 


A very complete appendix of forms 
covers simple and complex primary time- 
recording forms, as well as pay slips, pay 
envelopes, payroll summaries, and per- 
sonal record cards. 

R. L. B. JOYNT, C.A. 


firm of A. W. Gibb & Company, Chartered 
Accountants, in 1926 and practised his pro- 
fession for two years. In 1928 he became 
associated with Reliance Grain Company 


and remained with that firm until his re- 
tirement in 1946. 

To his widow and family the members of 
the Institute extend their sincere sympathy. 





The Students’ Department 


J. E. Smyth, C.A., Editor 





NOTES AND COMMENTS 


W are hoping that the present issue 
will have reached our readers some 
time before the 1950 holiday spirit will 
have dissipated itself; and that being so, 
we see a need for light-hearted reading 
material in these pages. Unfortunately 
— or otherwise — we mistrust our own 
literary resources in this respect, and pro- 
pose to quote what we think are two de- 
lightful little gems of accounting persi- 
flage’. 

The first of these is an excerpt from a 
much quoted accounting classic entitled 
“An Historical Defence of Bookkeep- 
ing” written for The Journal of Account- 
ancy by Henry Rand Hatfield in 1924 
and not outdone since: 

Long ago Sir Roger de Coverley assumed 
that “little that is truly noble can be 
expected from one who is ever poring on 
his cashbook or balancing the accounts”. 
Literature has maintained this attitude ever 
since, and the bookkeeper has reached his 
apogee in the gentle and pathetic figure of 
Tim Clerkwell. Compare him for a mom- 
ent with the military hero. The latter 
appears mounted on a horse, leading, to 
the music of bugle and drum, his martial 
columns in charges against the foe, brand- 
ishing a reeking sword, and wearing on his 
brow the victor’s wreath of laurel. The 
bookkeeper too is mounted, but on a quad- 
rupedal stool, he too marshals columns, 
but of figures to the accompaniment of a 
rlicking Burroughs, his charges are those 
un the debit side of the ledger, his brow 
is encircled but by a green eye shade, he 
brandishes only the humble rival of the 


1 “Light raillery; banter” 
8i 


sword, guiltless doubtless of his country’s 
blood and incarnadined only with Carter’s 
cardinal ink. 

But it is not good for a man’s soul al- 
ways to suffer under the inferiority com- 
plex. Let us no longer bear in humility 
the lash of contumely. Let us face our 
contemners, be they classicists, philosophers 
or scientists: 

No matter if he is a houn’ 
They gotta quit kicking my dog aroun’ 


Our second quotation is a reprinting 
of an article which diverted our atten- 
tion five or six years ago when, in pre- 
paring for our final examinations, we 
were looking through some old copies 
of The Canadian Chartered Accountant. 
It comes from the September 1930 
issue: 


ROMANCE AND THE C.A.,S 

A well known author has recently been 
commenting on the fact that chartered 
accountants never feature as heroes, or even 
villains in our novels. 

Almost every other vocation has thus 
been treated in some form or other, but 
the poor C.A.’s claim to fame has been 
entirely neglected. Can this mean there 
is no romance in the life of a C.A.? I am 
afraid so. It is all very sad. 

A matter of environment, I suppose. 
Chartered accountancy may be said to 
run in the blood like gout or measles. The 
children of C.A.’s instead of receiving toys 
at Christmas are given neat, working model 
calculating machines, pretty little P. and 
L. accounts and perhaps Oncosts and De- 
preciation nicely bound in untearable rag 
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covers, so that,they grow up in the atmo- 
sphere of C.A.’ism. 


I was at a children’s party the other 
day, given by a prominent C.A. to other 
C.A.’s children, and the hit of the whole 
affair was when a little boy, age eight, 
recited, feelingly, Income Tax Schedule D 
Including Allowances for Insurance, Wives 
and Children. It was really very well done 
but somehow I felt sorry for the little chap 
who did not realize what was in store for 
him. How life would be either a debit or 
a credit for him! How he would be unable 
to go to a football match without calculat- 
ing the amount of depreciation on the 
centre-forward; how he could never enjoy 
the theatre because of overhead charges! 

A most distressing feature of the C.A.’s 
life is that he must, on account of a hor- 
rible ogre, called The Council of the In- 
stitute, be a model to the rest of the com- 
munity. This is borne out by the fact 
that C.A.’s are never arrested for being 
drunk or disorderly; they are rarely in- 
volved in cases of furious driving; and 
wife-beating, as a pastime, is unknown 
among them. 


C.A.’s too, intermarry to a great extent, 
C.A. sons marrying C.A. daughters. But 
there is no light lovemaking, no murmur- 
ings of sweet nothings attached to the pre- 
liminary skirmishings. More soberly, the 
young people discuss the advisability of 
reducing preliminary expenses account, or 
possibly, they have a lovers’ tiff over the 
question of floating charges on fixed assets. 


Thus it will be seen that romance is a 
thing apart in a C.A.’s life. It is true that 
there are exceptions, of course. I myself 
know of one C.A. who has a saxophone, 
and I saw another laughing while playing 
tennis last year; but, as a class, they are 
shut out from the kinder and more beauti- 
ful influences of life. 

It is a pity. Still, I think that some- 
thing might yet be done for them. Let us 
mingle happily among them. Let us talk 
cheerily to them, beating down their aloof- 
ness so that they will revert to normal 
once more. Let us inaugurate a Brighter 
C.A. Movement, and who knows but that 
in the fullness of time Miss Ethel M. Dell 
may choose one to be the strong, silent 
man for one of her epics. 

DUNCAN 


PUZZLE 


Three thieves and a monkey stole a 
quantity of bananas. The first thief woke 
from sleep and decided he would make 
sure of his share so he got up, divided 
the bananas into three equal parts with 
one banana over, which he gave to the 
monkey; and he removed his share and 
returned to sleep. Later in the night the 
second thief awoke, and divided the re- 
maining bananas into three equal parts. 
Once again there was one over, which the 
monkey looked after. The second thief 


removed his share to a safe place and 


went back to sleep. Still later, the third 
thief woke with the same notion and di- 
vided the remaining bananas into three 
equal parts. Again there was one over, 
which the monkey accepted with pleas- 
ure. In the morning the three thieves, 
saying nothing of what they had done, 
divided the remaining bananas into three 
equal parts. There was one over which 
they gave to the monkey. What was the 
least number of bananas they could have 


stolen in the first place? 
(Contributed ) 
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ANSWER TO LAST MONTH’S PUZZLE 


Let x years = age of first inmate Add 484 to each side of (4): 
y years = age of second inmate y? + 44y + 484 = 1764 
Then x — yy = 44 (1) (y + 22)2 = 1764 (5) 
xy = 1,280 (2) Take the square root of each side of (5): 
From (1) x = 44+ y (3) y+ 22 = 42 
Substitute (3) in (2): y = 20 years 
y(44 + y) = 1280 From (3), x = 64 


44y + y? = 1280 (4) Therefore the ages of the inmates were, 
respectively, 64 and 20. 


PROBLEMS AND SOLUTIONS 
Solutions presented in this section are prepared by qualified accountants and reflect of 
course the personal views and opinions of the various contributors. They are designed not as 
models for submission to the examiner but rather as such discussion and explanation of the 
problem as will make its study of benefit to the student. Discussion of solutions presented is 
cordially invited. 


PROBLEM 1 
Intermediate Examination, November 1949 
Accounting II, Question 2 (5 marks) 
On a balance sheet described as a “Consolidated Balance Sheet’, it is noticed that there is 
an amount described as “goodwill on consolidation”. 
Required: 
Explain what this amount indicates and how it arises. 


A SOLUTION 
This item would come into being upon the purchase of the shares of the subsidiary 
company or companies, and it represents the goodwill not recorded but whose existence is 
evidenced by the payment on the part of the parent company of a price greater than the book 
values of the equities acquired in the subsidiaries. The amount of the goodwill appears for 
statement purposes only upon consolidation of the subsidiary’s accounts with the parent company, 
and does not appear in the books of any of the companies. 


PROBLEM 2 
Intermediate Examination, November 1949 


Accounting II, Question 3 (6 marks) 


Grind & Stone, each of whom has operated a general store as a sole proprietor, decide 
to form a partnership as at 30 June 1949, and admit Knose as a third partner. Grind and 
Stone invest the following assets: 


Grind Stone 
NNO Dread ict Moth a oie ee aca bees ale his $10,000 $10,000 
PUCCOMMRR TRECEEWUI OS  sciccci akc cai sede s ccs cssisvoxevvacassons 10,000 10,000 
PRVORGOFIES ...2.-.:.060.0055- ees seatio ees eeeecneae es 40,000 40,000 
PNM bch oa IAN a enti v canst MED chhalas 4 60,000 20,000 


Knose invests $115,000 and receives a one-third interest in the capital and the profits 
of the new partnership. 
Required: 

Journal entries to set up the new partnership books. 
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A SOLUTION 
GRIND, STONE & KNOSE 
1949 
MURS RMN Sn eh fos Dh orkut saeeh sapse vast feyeseupenedend $ 20,000 $ 
Accounts receivable ... 20,000 
Inventories... oe sccssctees OJ0B0 
Fixed assets ......... 80,000 
Capital—Grind .... 120,000 
Capital—Stone ...................... 80,000 
To record investment by Grind 
and Stone 
MRM UD RON ss secicb outer sav bssontgosd dhasanes'schenosevinaesssisy 30,000 
Capital—Grind ............. 15,000 
RNIN eR UUNN So fad nice a ssnkcscvaunbauasbicesabecse 15,000 
To set up goodwill in profit ratio 
on hasis of price paid by Knose 
for a 1/3 interest: 
Value of business per Knose— 
3(115,000) = 345,000 
Tangible assets ................ 315,000 
30,000 
NE TIN ON tare tca a cd acre encom tors aioe 115,000 
Capital—Knose Re Reekbest\ 115,000 
Cash introduced by Knose 
Editor’s Notes: 
' (1) Prior to the admission of Knose, profits and losses must be assumed to be divided 


between Grind and Stone in the ratio 1:1 since no other ratio is specified. 


(2) An alternative solution would be to work the problem without setting up goodwill. 
In that case the following journal entry would be made in place of the last two entries 


above: 
June 30 





Niece iL er ee 115,000 
Capital—Grind ...... 
Capital—Stone .......... gees 
Capital—Knose .......... ae 

Knose invests $115,000 and acquires 

a 1/3 interest in net tangible assets 

of $120,000 + $80,000 + $115,000 

= $315,000; excess of cash intro- 
duced over interest acquired divided 
between original partners in profit 
ratio. 


5,000 
5,000 
105,000 
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PROBLEM 3 
Final Examination, November 1949 


Accounting II, Question 7 (17 marks) 


At 1 Jan 1948, the inventories of the X Mfg. Co. were as follows: 


Raw materials: A — 80,000 lbs. @ $ 2.50 
B — 10,000 ” @ $ 4.50 
Finished goods: 6,000 units @ $35.00 
There was no work in process. 
The following estimates are taken from the budget of the X Mfg. Co. for the year a 
ended 31 Dec 1948: 


NR Ren Sr oh tartan iho Nee 20,000 units @ $75.00 
PPEOAUCUIONR 6. necscsciccscsisce ccitvierenuces 22000 waits 
Purchases: A — 120,000 Ibs. @ $ 2.50 
B — 20,000 lbs. @ $ 4.50 
Used in production ................ A — 154,000 Ibs. 
B — 22,000 Ibs. 
MONE. Gece eae kes $165,000 
Manufacturing expenses including 
DORON oss ses sassctrnieiaysas ... $121,000 
Distribution expense ...................... $125,000 
Administrative expense .................. $ 75,000 
UR Ec ra en er ees $ 12,500 
At 31 Dec 1948, the books show the following figures for actual performance: 
Neos reitneghenkatessicats 24,000 units @ $70.00 
PIE 5 sisocitvcd cicacetenniien ed 26,000 units 
Purchases: A — 100,000 Ibs. @ $ 3.00 


B — 24,000 Ibs. @ $ 5.00 
Material on hand at 31st December 1948: 
A — 24,000 Ibs. 


B — ___ 8,000 Ibs. 
oo Seeds istics S160;000 
Manufacturing expense .................. $ 93,000 
Distribution expense ...................... $135,000 
Administrative expense .................. $ 70,000 
RR io ie ides ecccen cane eA as $ 10,000 


Required: 

(a) Computation of budget and actual closing inventories on FIFO basis. 

(b) Comparative statement of budget and actual trading and profit and loss account 
on a unit as well as a total basis. 


A SOLUTION 
(a) COMPUTATION OF INVENTORIES 
RAW MATERIALS 
Material ‘‘A” Material “B” 
Budget Actual Budget - Actual 
Opening inventory ........... vesseeeseese+ 200,000 $200,000 $ 45,000 $ 45,000 ' 


PUERON, 2555 hai Caustic: siwtieoasva, 300,000 300,000 90,000 120,000 
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500,000 500,000 
Used in production ......:.......:...:... 385,000 428,000 
Inventory at 31 Dec. ......................$115,000 $ 72,000 


135,000 165,000 
99,000 125,000 
$ 36,000 $ 40,000 








24,000 @ 3.00 
FINISHED GOODS 


8,000 @ 5.00 


Budget Actual 
Opening inventory ...........0.00000.. 6,000 @ $35 $210,000 6,000 @ $35 $210,000 
Add goods manufactured ............ 22,000 @ $35 770,000 26,000 @ $31 806,000 
$980,000 $1,016.000 
DRT MINE cosh XN ees th 6,000 @ $35 6,600 @ $35 
14,000 @ $35 700,000 18,000 @ $31 768,000 
CAGSINE MAVENVORY «.....<:....5....05525:. 8,000 @ $35 $280,000 8,000 @ $31 $248,000 





COST OF GOODS MANUFACTURED 








Budget Actual 
MER ERS fp orereig ct oe ed F Suek ose Ghee $385,000 $428,000 
Pe art eotattcct sas sonar aweroineest 99,000 125,000 
RIE seats ts ho Sh olee l aig 165,000 160,000 
PRRNAPACIUTING CXDENSE «...........:.......000sesesseassesseeee0s 121,000 93,000 
$770,000 $806,000 
(b) X MANUFACTURING CO. 


COMPARATIVE STATEMENT OF BUDGET AND ACTUAL 
TRADING AND PROFIT Loss 
for year ended 31 Dec 1948 








Budget Actual 
Unit Total Unit Total 

MR NSS os ee ces cesar yay es wav inion sobaak avers $ 75.00 $1,500,000 $ 70.00 $1,680,000 
Cost of goods sold: 
Inventories 1 Jan 1948 ...............ccccceees $ 210,000 $ 210,000 
Add cost of good manufactured .............. 770,000 806,000 

$980,000 $1,016,000 
Less inventory 31 Dec 1948 .................... 280,000 248,000 
RANE MOE PES MN nics on sdas dees cseseicnccaese $ 35.00 $700,000 $ 32.00 $768,000 
MPR TNIR TIDES «5-555 ssnsssse6ssdss sodas Seesvavbesee $ 40.00 800,000 $ 38.00 912,000 
Less expenses: 
Distribution ....... es rts ahr 6.25 125,000 5.62 135,000 
MAMI 9 oc fac ces cdcaussiassveavccweses 3.75 75,000 2.92 70,000 
IN kt a LS .625 12,500 42 10,000 
DNIINER S 2neergeoe  o oR $29.375 $ 587,500 $ 29.04 $ 697,000 
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PROBLEM 4 


Final Examination, November 1949 
Accounting II, Question 8 (15 marks) 


The Produc Shun Co. Ltd. maintains records of costs on the basis of a production 


order system, with a factory ledger controlling account in the general ledger. The follow- 
ing were among the transactions that took place during the month of August 1949: 


(a) Materials purchased for stores, $3,000; 

(b) Materials purchased for immediate use on production order No. 807, $160; 

(c) Materials issued from stores for use in factory maintenance, $400; 

(d) Defective materials returned from stores to vendor, $100; 

(e) Material issued for use on production order No. 768 returned to stores unused, 
$110; 

(f) Factory overhead expense applied to production order No. 810, $400; 

(g) Production order No. 830 spoiled and $75 was expended in salvaging the material. 
Material put into order No. 830 was charged at $250, labour cost incurred including 
salvaging operation $275, factory overhead applied $175; 

(h) Adjustment of book inventory of $245,768 to agree with physical inventory 
$245,668; 

(i) Direct labour payroll, $1,075 paid; 

(j) Indirect labour payroll, $760 paid; 

(k) Depreciation charged, $5,000; 

(1) Payment of factory real estate taxes $400 and factory insurance $210; 

(m) Cost of finished goods transferred to finished stock: 

(n) Goods sold on credit for $2,500, cost $1,750; 

(0) Selling price of goods returned from customer to finished stock $1,250, cost $875. 


Required: 


(a) 


The applicable journal entries to record the foregoing in: 
(a) the general books of account, 
(b) the cost records. 


A SOLUTION 
GENERAL JOURNAL 


ap my BN eds hres a eieneausast eae $3,000 
INIT EIN a aa ci sasaaaeanccouased $3,000 
Raw materials purchased. 


Cee er os PN hens es ee I atin dass 160 
PRC NNIN NINES hays esd Cae Sa cee nase cpipsecscponcans 160 


Raw materials purchased. 


(c) No entry in general journal. 


cy IER PENI 2 adc cide inc OS 100 
PI INR satis aiiss eccdalieae sheds Seve heat lencre canes 100 
Goods returned to vendor. 





(b) 
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(e) No entry in general journal. 


crs 

(g) : 

(h) 

eNO NN goss cio ances sens cy Sotsse tue ass anew ORNs 
CReEN NORE LPSMIMNED gist std bast vnl a Vs wens kel snciscnndasneecess 


Direct labour payroll paid. 
LORENA 2s oe, oe om hiss etbenieodsslennverae AT : 
a NNN og cs ch Spechec pes paediens ARivcisccieisoseshs 

Indirect labour payroll paid. 


SUD RN IN os oes ccs orstsh ec eestadacsaes 
Allowance for depreciation ............0.......06. 
Provision for depreciation. 


(1) Factory ledger ........... Meisel ene AC Od do oe anaes a ansoisih 
I as hiss oe pte chen isa! x: ; 
Payment of taxes and insurance. 


inn) EOIN BOGUS SOCNIOTY a.onn.-- nosso oicsn scans sscadicdestanosepsacts 
I pce cos Sosa ach scents savsesnge tvs kes 
Transfer of finished goods. 


im PPAR SRNR NNNE 2 350 os Aadto vio uesit evaened dccoasedansaereheows 
RN eat gay oc none eel usar zoveuneasanteoyieelasebooes 
Goods sold on account. 


EGS a OR eee ee a 
Finished goods inventory .....................0.ccs0c200c.cnccsssoeeee 
Transfer cost of goods sold. 


SIN as a oy Pe IN ce cate seve cain Gesee Vest eas 
re PNNN Ee CAPR WNIDNR 55550 cs vcs snscduazenecevasbvasciandecninieenooess 
Goods sold on account returned by customer. 


(o 


— 


remNRNNNTS CMUIDENNED BAN IMINNDINT 525. < nc én nasknsvc0sicsocsussvenpaasectivcsonsyticce 
IE SRNR NN 85 con sspving Sasecesunavs Sovedodceanbepe 
Goods returned to stock. 


Cost JOURNAL 


ip Rr RR UUNNOND  MIRWUNURINIG 55555556 c0 50d docsdedssvesactancadesesuiswioeriee 
RammEINN TUNIS: RMMEAIUDE 555555 nsves Succ seu levee scones is cosobaupieane 
Materials purchased for stores. 


LUbp ROY MUMECRERIS GERWONNOOIG sci. scsssscisccvsstevsesstisissccsscsusccscsseascoaes 

ES Re ae See a rer ee eee 

Work in process production order No. 807 .............:0005 

PRAROe MERRIE MUNN ONDINE ooo 555ns sess es ecseccestcancssnausbanaecsztests 
Materials purchased for production order No. 807. 


1,075 


760 


5,000 


610 


1,560 


2,500 


1,750 


1,250 





$1,075 


5,000 


610 


1,560 


2,500 


1,750 


1,250 


875 


$3,000 


160 


160 
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ic) Factory Ovebhtad expense 321.5... siisscnssccc 
BMT GARRCEIAIS EGCG sooo sss a ss edad ccss choke shein oni 
Materials issued for factory maintenance. 


(d) General ledger control ............. 
Raw materials inventory 
Goods returned to vendor 


Ep) MemeWe SUM OMEUIO) SEDVONINOEY osc. oes sas ecisicatvescsidctecasscuisinedess dudasectnsnts 
Work in process — production order IG FOB is esicrccs 
Material returned to stores. 


(f) Work in process — production order No. 810 .................. 
PACUDIY OVCEROAG CXPOINE con oiscsicscscicsscosdsscecenccssccceses- 
Factory overhead applied to production order No. 810. 


Cae) TR MUST E TEPER ooo casi cc shi cnsecsncccencsesestnctstecdeevess 
Factory overhead expense—spoiled wok . baer Pte: 
Work in process — production order No. BOO ced deca 
Production Order No. 830 spoiled, (assumed that $75 cost 

of salvage charged to order No. 830). 


Uli) PARtORy CVELICN CREIRe onc. 5. 5c. coc sascsee tees eectseeseness 
Raw materials inventory ...............................+ 
Adjust book inventory to actual. 


(i). Disect TABOUEF  <..).. oso. Pie ane caret nates tg edt 
General ledger control ...... Fea eect ri eaten a eT 
Direct labour payroll. 


Cj) FACtOEY OVETRERG CRBEORE oiled iisl cs seicdetcnthsccicccencne ; 
General ledger control ...................00.0c:00500- 
Indirect labour payroll. 


SE Me | ne ; 
MON IEE CEE eons a es sascpectescsntiavtaaieraewieseccnts 
Provision for depreciation. 


C1) PACtOry OVEICRD CSDOUNO iii. cisciirsiici ic cen eis: 
G5ORERl TERE COTMAOIS fie ee heath 
Payment of taxes $400, and insurance $210. 


RD Merete Rl SI ooo ccc auae ccasase scans ciiicconnsbssacanaaseneseneses 
Work in process (individual production orders) ........ 
Cost of goods finished. 


(n) No entry in cost records. 
(0) No entry in cost records. 


* Could be charged to individual production orders. 


400 


100 


110 


400 


250 
450 


100 


1,075 


760 


5,000 


610 


1,560 


89 


400 


100 


110 


400 


700 


100 


1,075 


760 


5,000 


610 


1,560 
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PROBLEM 5 
Final Examination, November 1949 
Accounting III, Question 2 (10 marks) 


You have been asked to give a talk on those provisions of the Dominion Companies 
Act with which practising chartered accountants should be especially familiar. 


Required: 
Without going into detail, give headings indicating the provisions of the act that 
should be covered. 
A SOLUTION 
The provisions of the Act with which practising chartered accountants should be 
especially familiar are those dealing with: 

1. Books of account required to be kept by the company (books recording receipts and 
expenditures, sales and purchases, assets and liabilities and other transactions affecting 
the financial position of the company); 

. Accounts to be sent to shareholders and presented at the annual meeting — balance 
sheet (signed by two directors), statement of income and expenditure, and statement 
of surplus; 

. Minimum detail required in the balance sheet and income statement; 

. Audit requirements (those not qualified to serve as auditors; method of appointment 
of auditors; contents of auditor’s report; right of access to all books and records and 
to any information and explanations required; right to attend meetings); 

. The powers granted to a company; 

. The share capital structure permissible; the rules regarding par value shares and no 
par value shares; the amount of distributable surplus which may be set aside from the 
proceeds of no par value shares; the circumstances in which capital surplus may be 
set aside on redemption of preferred shares; and requirements relating to the alteration 
or reduction of share capital; 

The information required to be contained in a prospectus, and the auditor’s statement 
required; 
Provisions for the disclosure of the operating results of subsidiaries; 

. Books of record required to be kept: share register; director's register; minute books; 

. The liability of directors re declaration of dividends which impair the capital; re loans 
to shareholders; 

. Respects in which the requirements for private companies are different from those for 
public companies. 


CONSERVATISM VERSUS TRUTH 


In an article in the January 1950 issue of The Accounting Review Earle C. King, chief 
accountant of the Securities and Exchange Commission, tells of an interesting incident. After 
a difficult conference between the S.E.C. and a company whose financial statement the S.E.C. had 
taken exception to, one of the representatives of the company was overheard to remark, ‘They 
[the S.E.C.] seem to want us to tell the truth rather than be conservative.” 





